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--- On resuming at 9.15 A.M. 


SUBMISSION OF CANADIAN SMALL AND 
INDE FENDENT BUSINESS FEDERATION 


A PFEARANCES 
J.B. Brien - | Preaident 
RR. BLehop -~ Director 
AH. Wilson ; - Trustee 
D. Quince 
L. Withers | 


MR. BRIEN: This La not a summary of 
the brief really because our brief is rather short 
anyway, but this is a few comments that we felt should 


be made. 


We would like to give you the reason why | 
we feel that institutions such as insurance companies, 


trust companies and the like could include small 


business investment in their portfolio, 

| Basically small business is not looking 
for subsidies, we do not need hand-outs, but we do 
feel that forceful action: is needed to buck the 
conservatism of the Caradian investor, The "play 
it safe" ae ade is evidence through all the history 
of investment in this country. 

First by necessity,.then by Inclination, we 
allowed foreign investment to develop spectacular 
Opportunities in Canada. When we did we have the money |we 
were either so used to having someone else take the chanice 


or so unaware of what gains could be made, that we 
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continued to let other people provide the risk 
capital, 
ae By now the word “risk” sends a shiver down 

the spine of the Canadian investor, go the Canadian 

with the money played it eafe, formed peas 

companies, bought up small companies that were 

already doing well and successfully congolidated them. 
Natural growth wae often a good help. 


Most of the spectacular development was in mining, 


‘where the man who discovered the mineral and provided 


the early financing wae smart enough to hang on to 
a chunk of the buginess that foreign capital developed. 

This conservatism is evident in the fact 
that most large businesses in the country stick to 
their field, and we have cases where when they could 
not continue to expand inmiitne iwitield Im thisr country, 
they finally had to get out to go out of this country. 
OthexwWise-they might. nave had to enter new: Tields 
and take chances. 

If Canada is going to develop, risk capital 
would be needed, but when you ask for risk capital 
most Canadians’ reaction is to wonder whether to 
phone the police before they phone the Better Business 
Bureau. * That is why we feel that: some inducement 
ig needed to get risk capital moving into the develop- 
ment of secondary industry. 

Coupled with the conservatism of the Canadian 
investor is the growing towards ingetitutionalization 
of savings... This 1s occurring in many forms. We will 
Mie tehis tia thew. gelhestotal eect of trust companies 
grew by 10¢ per cent from 1959 to 1960 and again ane 


year. Mortgage companies grew by 94 per cent in the 
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period, both rateg well above the increase in the 


Gross National Product. The assets of these companies 
total more than $ 9 billion. Their earnings have 
increased at a faster rate than those of the corporate 
sector of the economy. 

Some of the main reasons for this growth 
occurred through expansion into new flelds such as 
management of investment funds, conservative non- 
risk investment, and the expansion of pension plans 
which have grown by $40 to $50 million a year. 

Another big example of the growth of funds 
held or controlled by institutions, ia the investment 
companies. Their combined ageeta total $1-3/4 billion, 


and their growth has been immense in the last ten 


years, 

Insurance companies continue to grow at 
approximately 64 per cent a year and now have assets 
of more than $114 billion. 

The total assets of these companies total 


an amount of $22 billion, about $ 3 billion more than 


the banks, the Suppliers of funds for small bustness: 
These companies are growing at a faster rate than 
other sectors of the economy, and the trend is 
expected ho continue: 

The ordinary Canadian sees an opportunity 
to make a little more money in these institutions than 
by leaving his money in: the bank, but he still plays 
tt Baler, 

Apparently trust companies now have 15 


per cent of bank deposits. 


The Canadian with a little more money puts 


it into mutual funds and these are growing very rapidly, 
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3 with their portfolio mainly in gilt-edged stock. 


4 One of the main things that will accelerate 

5 the trend towards institutionalization of funds will 

6 be the growth of pension plans. The portable pension 
plans, I believe, are ‘coming, and when they do there 

4 will be a big jump because people will take out 

a pensions at an earlier age. The portable Hone to 

9 has to come if people are going to be able to switch 

10 jobs when they are over 40, 

11 These large companies then would be the 

12 prime source of investment capital, but traditionally 

13 they have been the most conservative of investors, 
certainly much more conservative than their counter- 

a parts’in Britain or the United States. 

: Let us look at their portfolla as an example. 

16 rorwmany, of tnece: companies, of course, just Like the 


17 bank, there is little information available on the 


18 break-down of thelr portfolio, but from what is 


19 available we can gee that trust companies -~ and there | 

20 | again information is only available under the companies' 
own funds or their guaranteed funds, they invest about 

% Paver CemueOL ve LY bOLAse ce inde. Lm COULTY. )): OL. eUh Le 

a percentage about 46 per cent is in bonds and debentures, 

23 37 per cent in mortgage loans, under 5 per cent in 

24 collateral loans, under 4 per cent in stocks. 

25 Government bonds account for three-quarters oh ighadh as Mo 


26 gection of Ene -porcvrolio< 


27 
a tO nine=—tenthe of their portfolio in stocks but little 
of thig could be called risk investment. 
29 
Insurance companies: 54 per cent of their 
30 


investment companies have from one-half 
investment is in government and other bonds, less than 
| 
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6 per cent in stocks, about 31 per cent in mortgage 
loans and agreements of sale, about 5 per cent in 
loans to policy holders. By comparison the banks 
have: nearly 40 per cent of their portfolios in loans 
and 35 per cent in securities. 

In «the United States, where information is 
more readily available, the counter-parts of these 
companies are not quite as conservative. Many of 
their trust companies, Sonor cdia: the most conservative 
of investors, have more than half of theirfunds in 
stocks. British ingurance companies have about a 
quarter of their funds in stocks. 

Our federation feela that, to have these 
companies, whose agsets total more than the banks, 
invest a gmall pant sof .theixn portfolio.ini small 
business, would not only buck the trend towards the 
institutionalization of funde, but would also stimulate 
the economy at a critical point .in-the country ‘a. 
development. We do not feel the risk would be that 
great, | 

The banks apparently are aware of this 
trend towards institutionalization of funds and this 
is why possibly they are investing through, the trend 
is towards purchase of trust companies. If we 
consider that the bank can push very heavily to the 
country the iastitution of consumer credit, we feel 
cnec there is, there should ebeJand there is as much 
cost and risk in consumer credit as there is in 
investing in small business. 

As the financial institutions grow and the 
banks invest in them and eee their consumer credit, 


and this" is happening now, we feel that some of their 
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money obviously would lower the percentage of funds 
available for the Small business. 


We think that by inducing investment companies 


@ 


to put part of their portfolio into small business, 
all the trends mentioned could be counteracted. 

While we pick the’percentage of 10 per cent 
arbitrarily, we have certain bases for this. amount, 
for this percentage. If we take the figure of $22 
billion, 10 per cent would be $2.2 billion investment 
in small business per year, or rather at the moment, 
right away. 

We feel, and we know by experience, that 
the minimum of $10,000 invested with a small business 
would produce at least one new job. Now, if you 
put in 200,000 jobs in the economy, I think Mr. 


Diefenbaker will not have any problem in the next 


election. Let*ue not forget’ that every new job produces 


fome additional- work for somebody else and this has 


| 
a mushrooming effect. 
rne > mechanicea or this“change “in portfolio 
would be difficult, but could be worked out, and we 
submit that the investment in gmall business would be 
of immense “profit to: the paves tees. 
The investment could be pooled, perhaps 
in a division of the Industrial Beearopnent Bank, under 
careful management. This is the key to our brief, 
We do not believe that investment alone, that money 
alone would help the small business. This management 
would pick the areas of investment, would supervise 
the investment and provide management aid that small 


business needg go badly. Dunn & Bradstreet report 


‘that poor management continues to be the major cause 
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of business failure. 

Our federation submits that risk capital 
allied with management aid, could go far in Pere 
present emall business in Canada, and opening new 
industries for the benefit of the whole economy. 


Thank you. 


THE CHAIRMAN: Questions? 

COMMISSIONER GIBSON: Mr. Brien, I would 
like to ask a few questions. First of all, would 
-you mind telling us a little bit: more about the 
purposes. and activities of your federation. I understand 
that you propose legislation to various gavernments,anqd 


that you provide a certain amount of management service, 


and put -out a magazine. Would you like to elaborate 

onethisgea., bit. | 
MR. BRIEN: Well, this federation, ag you 

know, is fairly new. It was started by a group of | 

five of us. Four of them were my friends. I mean, 

you cannot help interjecting some political influence 

in thie, because they exist and they are pretty 

bigein this country. ~ Four of them were’ Conservatives, 

and I happened to be a Liberal by tradition, and before 

the election of the Conservatives my friends felt 

that the problem would immediately be solved ag goon 

as Mr. Diefenbaker woulda be elected. I did not 

pe eceie this.»,+Lu«felt that. we should get..togetherx 

that nobody would do anything for us if we were 

not ready to do.it.for.ourselves. -However,..they 

Suggested we wait and then the Conservatives were 

elected...» I had a,bit of a forum or seminar,):a group 

of us organized a seminar at the King Edward, and 


Mr. Roberts came in and gave us a nice talk about 
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not to expect too much of the government and what 
wae needed wag for us to pull up our socks. I 
promptly told my friende that it would not be too 
much different to what it was before and he agreed, 
eo we felt that we ghould do something, that nobody 
was going to help ug, and it was a case of the small 
businessman helping ourselves, 

I personally used to be a management 
consultant, used to work for large businesses, and 
iowassaiwaya appalled. by the. lack, of intelligence 
‘ANnGmEnenstUDLGLt y+ in ny eupertiore, so. tirelt, © icould 
do better by going into business and teaching these 
others how to run their business. Tee OLG at Cee tL 
made @ few gales in large business, but I soon found 
out that after one did a lot of work to make a sale, 
they gave the job to Wood, Gundby by the time I 
was finished, so I found out that if I wanted help 


I hades bet tex To-icouback..to .people .of, my"size, S07 


I started working with small businesses which is 
all night iwith: me because there is more of them 
anyway. 

Then I found out after working here, that 
most of them either would not listen to me or they 
wouldn't pay me when I did work for them. 

| So we felt that because most of them, because 
they could: not afford to pay me, we felt. that we had 
LO cet TLopether siaatloelovery strongly about, this, 
that the small businessman, it is independent and 
professional as a group of small people, are a very, 
very important segment of this economy and they are 
completely disorganized. 


There ig not much place in the world now, 
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and the world does not like the rugged individualist 
as such, We like things nice. and conveniently 
pigeon-holed. Labour is well organized, farmers 

are Well organized and big business i8 well organized 
or otherwise they would not be big, and they should 
be. So, we leit} tnat untli we* could put ‘some strength 
behind our voice as a group we would be pushed around 
a little bit. I mean, when we talk we would like to 
bewLispvencarcos, We "have tried, alt of us inere: have 
SiveriarLou Or our time to meet a lot of other: people. 
If somebody comes to us and it is a problem of 
accountancy, we call an SUGOUNLGUC STON CLi aL uae 
taxation -- we call one another. I can truthfully 
say that ao one has come in without we have tried to 
help them. «Weare not’ too”™Sure yet what’ ia going 

to happen, what we are going to do, because we 

are groping. The main point, the main idea behind 
Vice Le OO Pet Tecrength behind our VoOLce, So that. 

we willl be: Listened to, and I can tell you we are not 
very bigvyets 

Three years ago I wae turned down for a 
$400 loan at the Royal Bank, and a year ago I had 
the privilege of talking face to face with the President 
of the Royal Bank as secretary. So it works. People 
listen to you. It has not accomplished very much yet 
but it works. 

COMMISSIONER GIBSON: Tell me, you charge 
a-certain fee for membership. This fee is for the 
representation that the Federation gives? 

MR. BRIEN: Pay the expenses, yes. 

COMMISSIONER GIBSON: Do you also give > 


management advice and assistance to the members? 
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3 MR. BRIEN: Yes, but the members give 
4 that. We have no staff as such to provide this. 


5 So far .it is; mutual. 


6 COMMISSIONER GIBSON: I see, this is a sort 
of co-operative operation. 

: | MR. BRIEN: Yes, because we do not have the 

: funds to hire sufficient help. 

9 COMMISSIONER GIBSON: Do you levy your 

10/ fees in proportion to the size of your members! 


11 operation? 
MR. BRIEN: Well, we have a minimum and 


12 

13 @ maximum, The maximum is $100 which so far only 
two of the members have given, and the minimum is 

a $18. 

a COMMISSIONER GIBSON: You have given us 

16 @ pretty good idea of what your general philosophy 

17 is, I wonder if you could go into a little more 

18 detail as to what small business is and what parts 

19 of it invest in the organization.. We have heard a 

20 lot of discussion about these small businesses, and 
the only. definition. Doican really find, in:this brief 

= was a company with a net worth of lesa than $100,000, 

ae in one of your recommendations. Also, what is small 

23 in some businesses is not small in others, and in 


some buginesses therejust do not seem to be any 
small businesses and in others they seem to be mostly. 
Can you give us an idea of what your thinking 


is about organizing small businesses? It must be a 


Pc eene ral. 
‘MR. BRIENs Well, I would not say that you 


cannot organize it in general. As to establishing a 


Selective thing, I take it, You cannot just organize 
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1 
2 
3 size, as you are very well aware by the way you put 
4 your question, thie .ls. not. an. easy. problem...The 
5| American government has not been able to find this 
6 answer, the Canadian government has not been able 
7 | to find the angwer., NObody I know has been able 

to define a small business. For our purposes we 
: have arbitrarily -- there was discussion over this -- 
? said with a net worth of $1 million or less where 
10 there ig no access, or where the company ia not 
11 Listed and where there.is, no access, to funds through 
12, ‘the broker or investment dealer. That is our idea 
im of a business that 1s small, and we feel that a 
a DUsiness: Ollthis size wis small no mavter what (tteld 

Or E6naeavour Ltivmignt be ins whilevavcompany, lev 
wet insche. printing DL ileld with.@-mitbion doliars 
ip net worth oui be large printer from a capital ©“ 
17 standpoint, it is vulnerable to any fluctuation in 
18 the. volume. .of -its: business and.a net worth of a mtllion 
19 dollars can be dissipated very quickly, as you know, 
a espec tally if you have a bank loan of a million and 
iy the bank calls the loan -= you are way out on the 
"aticke", 

22 
23 
24 
25 
26 
Dag 
28 
29 
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This its a factor and I have a client that 
has a oh a of three-quarters of a million dollars 
and a bank loan of $1 million and the bank called 
the loan and if he had not found an alternate source 
of funds he was broke’the re xt day so he was a small 
man. Would you like the name of the bank, Mr. 
Gibson? 

COMMISSIONER GIBSON: You are the witness. 

In some industries small business seems to 
have a real future and in others it iinet g does 
not. Are you thinking of trying to fancies small 
business in particular areas - I do not mean areas 
of the country but areas of particular industry 
more than others? 

MR. 2BREEN: SNojelscdocnovimagree wiehtyour 
premige,Mr. Gibson. I do not feel there is a field 
of endeavour where the small business man with 
less than $1 million cannot get a chance. 

COMMISSIONER GIBSON: I can think of 
several fields of endeavour where there are no 
small industries. 

MR» BRIEN: I think even in the steel 
business I think a man with less than $1 million could 
start today. 

COMMISSIONER GIBSON: In the distributive 
end, yes, but if you think of power, etcetera -- 

MR. BRIEN: I do not agree with the state- 
ment. of the Manufacturers Association that unless 
you have your American market you cannot make a 


dollar. 
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COMMISSIONER GIBSON: I am not saying this. 
What I am saying is are you thinking in terms of 
certain areas where small business has a better 
chance of developing and growing and where it seems 
there are more opportunities for small business? 
MR. BRIEN: No, we are thinking of all 
areas. Take professionals:.There is room for the 
small lawyer, the small engineer, the small 
arena tectoatnelismna lie doct oroand: Hen there is 
room in this pe ee for a few small rel liner mi1is 
COMMISSIONER GIBSON: There is certainly 
room for a small contractor but in some business 
there are only a few units and in others there 
are many. 
MR. BRIEN: What do you have in mind? 
COMMISSIONER GIBSON: In the primary 
steel industry there are four firms but when you 
get to the distributing end of it there are a lot 
of them. 
MR. BRIEN: I think it is a weakness; 
I think there should be more. 
COMMISSIONER GIBSON: It takes a great 
deal of capital to go into this particular field. 
MR. BRIEN: Yes, because it is very 
difficult for the small man and he cannot raise 
the capital tO sed nowe steel mill. 
COMMISSIONER GIBSON: If he started a 
steed mill he would not be a small man very long. 
MR. BRIEN: If he has a net worth of 


less than $1 million according to our criterion he 
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is a small man and I can start a rolling mill 
today for less than $1 million. 

| COMMISSIONER GIBSON: Going on to the 
question of defining a small business I am merely 
trying to get these ideas. 

7 MR. BRIEN: I am trying to give them to 
you to the best of my ability. 
COMMISSIONER GIBSON: What about the 

idea of regions? We are more than halfway across 
this country now and we have gained the iH TSSs Lon 


that small business has a tougher time in some 


parts ofthe country than in others. Do you be- 
lieve in this statement or do you believe that 
this should be handled in areas? | 

MR. BRIEN: I believe the small business 


Man has a tough time period. I am not familiar 


with the Maritimes but I know we have some 
members from the Maritimes. I was brought up in | 
Ville Marie. I know a small man can have a tough 
time there. There is a branch of the Banque 
Canadien Nationale and in the Maritimes we do not 
know at all yet. We have a few members of bianes 
but I do not know the situation. I assume it is 
more difficult to make a go of it in Newfoundland 
Bhan Loss Up ine Toronto: ) 

COMMISSIONER GIBSON: Your organization 
has been growing in the central part of the country, 
in Ontario and Quebec? 

MR. BRIEN: We have a few members in New- 


foundland, we do not apologize for this. Bear in 
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1 mind all of us here have to earn our own living 
2 besides trying to help the small business man so 
3 we areflimited in this respect. 


COMMISSIONER GIBSON: There is another 
line of questioning that I would like to start 
Wishisted mMayineThisadus a reeeeien of what kind 
of money these small businesses Want. You put 
quite a little emphasis in your brief on equity 
cCapital.:” You also«put Seiler a little emphasis 
on long term financing, fixed capital financing. 
Would you say something about the choice between 
these two things? As a person who has had some 


experience in dealing with business men I often 


get the feeling they would rather have the lcng 
term fixed financing if they possibly could 
rather than break up the equity any more than is 
necessary. 


MR. BRIEN: Our position and my posi- 


tion particularly - and I feel very strongly about 
this ‘ is that all the needs that the small business 
man has are the same needs as the large business man 
except he has not the resources. He needs the 

Same management - general manager, a president, a 
board of directors, a treasurer, comptroller, a 
mood tax man - he needs all those people and most 
of. che Ginteha an mo) deren these things himself 
including maybe the head shipper but he needs these. 

Now, from the point of view of financing 

he needs the same thing as the big company needs 


and the same management as big business needs. He 
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needs a portion in equity and a portion in debt 
capital if he is to have a sound debt structure. 


If you need more money you need long term debentures 


or bonds and then something for the short term 
notes and you need the same thing as is needed by 
the large business man. 


COMMISSIONER GIBSON: When you make your 


final recommendations or your second to last re- 


commendations you suggest that: 


113. (a) Financial institutions such as 
trust companies, insurance companies, 
mutual funds, and the like, be required, 
either by government directive or by 
government pressure, to have 10 per cent 
of their portfolio invested in business 
with a net worth of less than a million 
dollars," 

Now, what kind of securities are you suggesting - 

that they buy? Is this a mixture? 

MR. BRIEN: A mixture of bonds, debentures 
and risk capital. One of the problems - I am saying 
that it should be all risk capital, maybe it should 
be all equity but when you are getting into the 50 
per cent tax structure we have got to remember that 
six per cent dividends is 12 per cent on our tax. 

| COMMISSIONER GIBSON: If the owners think 
it 1s a good business they won't want to sell any 
more of the equity than they can help? 

MR. BRIEN: No, but they need more and 


I think very few business men - as a matter of fact 
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I hardly know any of them that would not mind giving 
somebody a minority interest. He probably might 
start giving a bit every time they borrowed some- 
thing? They-mightycive isS-.per,cent:.and«then-i5 
per cent on the balance and the first thing you 
know they lose control which has happened with 
most of the industries in this country which have 
gone public. 

But, it: is,difficult to say. »This has 
to be studied. Most investment people and cer- 
tainly all bankers know what the ideal balance of 


equity debt and short term financing is. 


COMMISSIONER GIBSON: But you are 
suggesting here that various financial institutions 
invest a a portion of their moneys in certain 
securities and lt seems to me you should give an 
idea what sort of securities they should be. 

MR. BRIEN: Well, either equity 
financing or long term bonds or debentures. I 
think we mention that here, 

COMMISSIONER GIBSON: Yes, you do mention 
it but in.a small business are you going to put 
out a bond issue or what is a convenient way of 
doing this sort of thing? 

MR. BRIEN: With the amount of small 
business maybe we are too vague, Mr. Gibson. 

Maybe we are not going in deep enough yet but 
frankly I do not know what the balance is. I 
certainly would not want to set up an ideal balance 


for a small pustrese in Tieititts: so. thessmall 
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1 manufacturer's requirements are certainly not the 
2 same as the wholesaler in dry goods. 
3 May I make a point, that we do not think 
4 that all the problems of the small business man 


o are because he is short of money or because the 
banks are not sayen well enough by him. I think 
the banks in their field are doing very well in 
the short term money. One of the problems of 

the small business man is that being a small 
business man he is a small business man and he is 
awkward, pigheaded or selfish, otherwise he 

would probably be working for somebody else. So 
he is difficult. We found that out when we tried 


to organize them. 


On the other hand, the fact that he has 
got all those faults is compounded maybe because 
banks are run by bankers and big business, in 

“my opinion, 12 often run by people who, a lot 
of them, are gutless and spineless and half our 
trouble is those people won't stand up. This is 
not part ofs ourcbrief,. 

“COMMISSIONER BROWN: I wonder if I could 
cdarify ee point. You mentioned that small 
businesses have a tough time. What I would like 
to get clear is whether it is a tough time operating 
or a tough time because they cannot get the money 
to expand. Which do you mean - a tough time making 
ago of it? 

MR. BRIEN: They have a tough time ex- 


panding and contributing as much as they could to 
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the growth of our economy. 

The small business man - I think it is 
his fault, but the small business man nowadays 
does not ask anything, he does not receive any- 
thing to start with and, secondly, with very, 
very few exceptions except when he goes to the 
I.D.B. he does not get any big expansion. The 
average business man when he borrows -- and I 
think we have had about 500 cases of this - the 
average business man who goes to the bank goes 
there because he needs it to keep out of trouble 
or remain alive. He goes to the bank to con- 
solidate. He wants some loans so that he can 
pay his installments on the machinery or on the 
mortgage. Very few of them - and I don't know if 
it is you, Mr. Gibson, but somebody at the Bank 
of Nova Scotia said some while ago that the 
small business man never goes to the bank to get 
money for new orders. It is true that the average 
small business man has a problem just to remain 
alive and to get to the end of the year and he 
concentrates to keep afloat so he certainly is 
not getting his money for growth. 

Mind you, when I say the small business 
men have problems they have problems but bey are 
not desperate. Our main:point is it is liable to 
become desperate and certainly they are not contri- 
buting what they could to the growth of this 
country because they do not have access to the 


funds I feel they should have access to. 
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COMMISSIONER BROWN: The second point I 


want to ask here is; Do you Know when small 


‘business men do get into trouble and go under do 


you know what the trouble is? 

MR, BRIEN: First management and, secondly, 
lack of money. 

COMMISSIONER BROWN: If it is management 
then do they deserve capital? 

MR. BRIEN: Well, I don't know about the 
word "deserve". I certainly do not feel that 
the government deserves the amount of money they 
are taking away from me but they need it. 

COMMISSIONER BROWN: I also think there 
is no divine right to borrow? 

MR. BRIEN: No, there is no divine 
right to borrow but I think there is a need for 
this in this country to remain alive and make it 
successful, for the people to make it successful. 

COMMISSIONER BROWN: But is management 
or money more important? 

MR. BRIEN: .Oh, we. state in our brief 
we feel you. cannot need one without the other. 

COMMISSIONER BROWN: Well, which has to 
come first? 

-.MR, BRIEN: I.think.they should go to- 
gether. You have got to.have good management and 
money... Money adione is: no good. 

COMMISSIONER BROWN: That is the point I 
was trying to get at. 


# 


MR. BRIEN: That is the point we make at 
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1 the end of our brief. 

2 THE CHAIRMAN: If you have not got good 

3 management you probably would have great difficulty 

4 in getting any money. If you have got good manage- 

5 ment you would not have too much difficulty in 

6 getting money. | 

7 MR. BRIEN: That may be true, I know, 

8 but the ability to raise money is salesmanship, 

9 not necessarily management. There are a lot of 

10 people who have raised money from banks who should 

11} never have got it and on the other hand a lot of 

12 people who did not get the money who needed it. 

13 They were good managers but just could not sell 

14 themselves. To raise money from the institutions 
aks) sumone comcless ofsaipubiicoturelatilonsnjéb ie{v ou 

16 eee ae know your banker, you have to cultivate 

17 its you have to be able to sell yourself to him, 

18 I know of people who have possibly had more money 

19 than they should have had. While you might have 

20 theability, I might have the ability to manage, 

a1 I might be a genius in a factory but maybe I am 

22 ne damn eral with a banker. 

23 COMMISSIONER BROWN: That is one of the 

24 facets of a manager. 

25 | MR. BRIEN: ves, a small business man 

26] . needs everything the big-business man needs. He 

27 needs aonb ae is talk to, for instance, to get 

28 debentures. Now, how could a mechanic do it? 

AS, Say he needs it; he Voce entitled to say that to 


30 anybody, he is entitled to nothing. I was not 
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entitled to be born in a family where they could 
send me to college but they did. But if we want 
this country to grow and be successful we had 
better start worrying about the small business man; 
otherwise we will have your business men running 
to the government with hat in hand. 

COMMISSIONER GIBSON: You talk about © 
Worrying about small business. This is what I 
was trying to get at earlier. It seems to me you 
are saying two things in a way, one, that small 
business men need better access to finance simply 
because they have not got as good access as they 
need and as larger people have. 

You are also, I think, implying that 
you want to see small business grow into medium 
sized businesses, etcetera, so we are always 
feeding our economic system and getting new blood 
into it. These are two rather different things, 
I think, because some business man never expect 
or even desire to be anything but small business 
men in the kind of field they are in and doing 
the kind of things they are. Others want to grow 
and the second problem seems to me to be very 
important, that you want people coming up, 
getting big, so that you are always developing 
.your system, creating new competition, etcetera. 
Would you say something about these two problems 
because that is why I was asking you earlier didn't 
you think there were’ some areas Where the small 


business might go farther than other areas. In 
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1 some places there are opportunities for people 
2 to grow and get big that are much better than 
ae, others with other types of business, etcetera. 
4 MR. BRIEN: It depends what we mean by 
5 "business", Supposing you are a three-man 


factory and you want to become big in this factory 
and you are short $15,000; you cannot become any 
bigger, you cannot double your size because you 
are short and employ six men instead of three be- 
cause you are short $15,000 and you cannot get it. 
Well now, Suppose you have a working 

capital of $1 million and you employ 50 or 60 
people, then you might need access to $250,000 
so you can employ 50 people more. fT feel that 
the small business man, the resourceful small 
business man of ability, there should be avail- 
able to him the same things as are available to 
the large or medium sized busiress man - a source 
where he’ can go and sell himself on his ability 
to grow. 

| If I have a debenture, if I am listed 
on any stock exchange and I go to the investment 
dealers and I say: "I think I can enter the 
European mawicete I think I can sell my produce 
there and I think I can do certain things and I 
would like to raise a quarter of a million dollars 
more", there are sources.there for me to raise it. 
I may not get it all but it is there. With the 
small business man it is not there. Our feeling 


? 


is that the opportunities given to the big business 
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1 men should be given to the smali business men not 
2 by question of right but by question of need for 
3 the Pounarae 
4 COMMISSIONER MACKINTOSH: There are 
5 two or three recommendations whose purpose I am 
6 not quite sure I understand. You ask that the 
| Bank wc ea be empowered and instructed to 
8 - gontrol consumer spending through the banks and 
9 other institutions and want the rate of interest 
10 published as a deterrent, You propose that 
11 finance companies which are subsidiaries of 
12 forelgn firms be required to have much larger 
13 cash holdings in Canada, that trade unlons be 
14 required to keep their funds in annde 030 you 
15 look ene aee as leaks of capital or application 
16 of capital to less important purposes and you 
17 Want to divert them to small business or do you 
18 think that unEWe WHE just bad things that ought 
19 to be controlled anyway? 
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1 

2 

3 MR. BRIEN: I must apologize. This brief 

4 1g presented by a group of people, and while I do 

5 notvapologize for this :article,: 1t* is not imyscup of 

6 tea as such. Mr. Quance, I think, will say something 

on that. 

: MR. QUANCES| (We-feél> this is" at leaks of 

E capital outrofathescountry, The trend. in the United 
9) ~~ States is to prevent this thing, and I think we ought 
10 to do the same. This is not really relevant to small 
11 business at all. 

12 COMMISSIONER MACKINTOSH: That is what was 
13 puzzling me, Does the same apply lower down the page 
ts where you say that a second look should be taken at 

| depreciation allowed as far as a mining corporation 
"4 is concerned. 

= “MR. QUANCE: Yes, we just feel the time has 
17 passed -=- ’ 


18] COMMISSIONER MACKINTOSH: And you say right 
19 away that the boy in the back seat needs looking after 
20 TOO, 
Ss MR. QUANCE: We just feel this trend in 
mining is changing and they no longer need this special 
99. 
consideration. 
23 


COMMISSIONER BROWN: In the same connection 
24 you single out foreign subsidiaries having an advantage 
25 because: tney“can charge off lesses. 
26 MR. QUANCEs They can write off 52 per cent. 
7 mney: can operave’ at a deficit in Canada and, providing 
hey are large enough, in the States they can write 


Lt off. 
29 


COMMISSIONER BROWN: Can't Canadian subsidiaries 
30 


of Canadian firms? 
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2 
3 MR. QUANCE: But they don't have the 
4 advantage. The parent company in the United States 
5 is making money and establishing itself in Canada, 
é COMMISSIONER BROWN: Say, a&@ Canadian company 


operating here in Toronto wanting to establish a 
subsidiary in Winnipeg: Do they have the same advantage 

MR. QUANCE: Yes. 

COMMISSIONER BROWN: Then why single out 
the American subsidiaries against the Canadian 
Subsidiaries? 

MR.QUANCE: I am thinking of a case where 
iticis “tworfinrms in ‘some “limited fleld, where the 
Canadian firm is making a specific product. In this 
instance the U.S. does have an advantage. 

COMMISSIONER BROWN: Say these two fixms 
are in Winnipeg, and one 1g a subsidiary of a Toronto 
firm: Hasn't 1t the same advantage over the Winnipeg 
firm as’. over the’ American Tixrm? 

MR.. QUANCE: True, 

COMMISSIONER BROWN: Then why single out 
the American? 

MR. QUANCE: Merely because the American 
firms -- say, you are making a specific thing, and 
one factory is going to serve the entire country and 
there is only going to be one factory making a go 
Ofmitieini Canada, 

COMMISSIONER BROWN: Now you are getting 
into big business, | 

MR. QUANCE: Yes, 

4 MR, BRIEN: You will remember I told you 


Wwe are an awkward lot. 


COMMISSIONER BROWN: Some are bigger than others. 
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MR. BRIEN: We are also divided in some 
way thats personally, I don't believe in protection 
or any of that nonsense, but other people do, and I 
respect them, I have been wrong quite a few times 
Lan my. Lites, ait I may be wrong here, The position of 
Mr. Quance is that quite a few of our members, and 
any other country in the position of Canada =-- they 
grew within a wall of protection. Personally, I 
don'tr thinkrit. is practical any ‘more; -I don't think 
it can be done, and some people feel we should still 
protect ourselves, This is a representative view of 
the Federation just ag well ae mine. 
COMMISSIONER BROWN: How about the I.D.B? 
MR. BRIEN: We are quite happy about the 
PLD. Copecialily Silncescine last episode when things 
are very nice -=- since the Coyne episode the I.D.B. 
isiweny weceptive .jidithink: they f111)' in a.very big 
need ‘ini thericountiysie theywdo ayvermyweoodisjob. 
COMMISSIONER BROWN: Well, where is the gap? 
MR. BRIEN: The I.D.B. does not supply you 
With the equityicap. tal, wilhey match you (dollar for 
dollar on investment, but they don't supply the equity 
capital a. Boyisidgiust another morteage house, really. 
You have to have real estate and equipment. 
COMMISSIONER BROWN: There are gome people 
complaining that the I.D.B. is Supplying the equity 
capital and should not be, 
MR. BRIEN: I don't know of any case where 
it has supplied equiltyrcapital.. («It wome .cases: Lt. will 


take money away from the bank -- they will scheme 


around and say they don't supply working capital, but 
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that is something else which, technically,. they 
are not supposed to do. But, it does not supply 
equity capital or bond or floating debentures, 

COMMISSIONER BROWN: I think it has, 

MR. BRIEN: Not to my knowledge. 

COMMISSIONER BROWN: We have been told it 
has. | 

MR. BRIEN: Not to my knowledge, and none 
of ours client s.. 

COMMISSIONER GIBSON: We have been informed 
that the I.D.B. has taken equity interests along with 
mortgages in some cases, 

MR. BRIEN: It is the same as the bank 
will take a mortgage as additional security, but it 
normally does not. If what you say is a fact, we 
had better go back and speak to them because they 
told us that they didn't. | 

COMMISSIONER BROWN: Perhaps only some - 
of them qo. Perhaps you should ask some of your 
Ce Legmde . | 

MR. BRIEN: We will. 

MR. QUANCE: In any case, we would like to 
gee a real expansion of this activity. 

COMMISSIONER BROWN: You make a suggestion 
that insurance companies should be told to do this. 
A lot of life insurance companies are naw mutuals 
They are not operating for peeraucidene: they are 
operating for policy holders to whom they have dollar 
liabilities, If you were operating such an insurance: 
company, would you not consider that perhaps you had 
@ trust to make sure you could meet these dollar 


liabilities and would be reluctant to take risks? 
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MR. BRIEN: I own a@ small insurance company -- 
not a life insurance company -- and, peiieve New che y: 
are paying plenty right now -- let us put it this 
way: Let us give them an opportunity without telling 
them, and let us allow them to .charge @ little bit 
more fonee Let us guarantee -- the government would 
gay the game thing aa with N.H.A.: Let them guarantee 
any money they lend to small business according to 
circumstances will be protected. 

THE CHAIRMAN: That is an entirely new 
concept. 

COMMISSIONER BROWN: Yes, that is a new 
concept. - Let.us-déaliwith* the’ other ‘one’ first." Life 
insurance companies now have a 5 per cent basket clause, 
so they nave the faciiity. 

MR. BRIEN: They are not allowed to invest 
in small businesses now by law. 

MR. QUANCE: If you pick your loans carefully 
and provide the management to guard those loans, we 
believe: there-woul@’ not’ belia: high» percentage. of 
losses -- a very small: percentage. 

COMMISSIONER ‘BROWN: You said they are not 
allowed to now, 

OR. BRIEN: No. You have got to have paid 
in -- what is it, to be qualified under the Insurance 
Act? You have got to have paid dividends for five 
years renn ines 

COMMISSIONER BROWN: I think you misunderstand 
me, Ifyou look up the Act you will find a certain 
percentage of their assets can be invested not subject 
to these restrictions, 


MR. BRIEN: Yes, that is true. 
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COMMISSIONER BROWN: That is called the 
pasket clause -- five per cent. 

MR, BRIEN: Well, they don't, anyway, because 
we have reports of most of the big ones and I know 
they Aontth 

COMMISSIONER GIBSON: The point Mr. Brown 
is making, is, they are in a position to do it if they 
saw fit up to that amount, 

MR. BRIBNs: Well, they need some form of 
incentive. Our suggestion is that a way should be 
found to see that they do, whether by enticement 
or by law. 

MR. QUANCE: Perhaps if they had more 
information available through some agent. 

MR. BRIEN: I will give you an example: 
Three years ago I had a small client, a finance company, 
and money was tight and the bank said, "You have got 
to reduce your bank loan by $200,000", which meant 
he was practically out of business. He came to me, 
and oatacne ime unere seemed .vo pe ja territ ic “number 
of presidents.of institutions making speeches in the 
DE pet oa SO uu took every one who made a speech and 
‘wrote hima very nice letter and I said, “Here is a 
chance for your company to put some money where your 
mouth is” a pract Leally in those ee So, they 
promptly made an appointment for me to see the treasurer, 
and every one of them gave me a nice meeting and 
explained how they wanted to help the smail businessman, 
put for one reagon ae they could not. There 
was one,,an honest man, 63 years old, the treasurer 
or assistant treasurer of one of the largest insurance 


companies whose boss had made a very nice speech telling 
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the government they didn't need interference, and 
that with the investment dealers they could look 
after the needs of the finance community without 
the government sticking their nose into it. So, 
a promptly sent him a copy of his talk and wrote him 
and said, "Here 1s a chance to do something about it", 
He sent me a very nice letter of introduction to the 
treasurer, and at the end of the talk he said, "You 
look like a nice man. Can you keep a secret?", and 
I said, "I think so." Mind you, this isa three years 
ago and it doesn't apply any more. However,I am not 
giving any names. He said, "It 1s all right for that 
jerk to go around making speeches, I am 63 years 
old and I am going to be pensioned off in two years, 
so if I give you $25,000 -- I have got lots of money -- 
Doty Oueare  oOtL COLNE CO eer a. CEng sn, because ii. wi 
loan you the money -- if I was sure you would not 
lose it you would get it, but if you lose it, that 
guvejunps on.me, and if I tell: hbim that 2 dig. it fox 
the small businessman, do.you .think he 18 going to.give 
me a medal? He will fire me and I will lose my pension," 
I did that with the bank during the tight 
money policy, and.I used to run around with the. big 
Speeches of the bank presidents saying that all pheig 
money was going to the small businesses, and the 
managers would say, “Yes, sure", They did the best 
they could, because they are good people. 
However, all jokes aside I feel the money 
is there... Those people are pounding on our doors 
every day. I am insured right up to here, and I think 
they should put that money back to help me. 
MR. QUANCE: They have about 4 per cent of the 
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insurance companies in common stocks, and we see no 


reason why this could not be expanded to include small 
businesses. The Sun Life Company at one time had 
an enormous amount of its portfolio in common stock, 

MR. BRIEN: We feel we need two billion 
to help the economy, to wipe out the unemployment. This 
lg not a joke, and we feel that with two billion there 
would not be any unemployment to speak of, Where are 
we going to get it? Are we going to go to the Governmenr, 
"Raise the taxes and give it to us out of taxation?". 
We have to take it where it is. We don't feel the 
money is going to be lost. We feel the person who 
wiilsitend: Ltlcto stheissmall business,,) if he does 1t wisely 
will have very good rewards for his money -- better 
than he will do with the 443 per cent he is getting 
now. Then it will serve the purpose without putting 
an additional tax burden on. It will do more than a 
winter works programme and, with all due respect, 
that is legal. 

THE CHAIRMAN: Thank you very much, gentlemen. 
We have enjoyed listening to this presentation very 
much indeed. 


MR. BRIEN: Thank you very much, gir... 
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SUBMISSION OF MICHAEL M, KORRNER 


THE CHAIRMAN: Mr. Koerner, you have a 
gubmissiton, and I do not know whether you wish To 
read the summary? 

MR. KOERNER: Would you like me to read 
the summary? 

THE CHAIRMAN: Well, we have read the summary 
and. brief. t | 

MR. KOERNER: Well, we dispense with the 
reading of quire 

THE CHAIRMAN: If you would like to comment 
Dean VapabuLCulatnns pec to Ole 1th ©, .i4'¢ 

MR. KOERNER: No, I have no comments. 

THE CHAIRMAN: fPerhaps there may be some 
questions. 

MR. KOERNER: I will be pleased to answer 

any questions, | 

COMMISSIONER MacKEEN: I have read your 
brief with a great deal of interest, and I.am only 
sorry itnere .18 ae time for the Commisgion to go 
into it very fully indeed. There are certain aspects 
of. it that 1 would Like your, opinions: on, and if I 
skip about you will pardon me because I will want 
Vocarrive eatra certain. pointe, (Mires, Of all, : 1 think 
it will be interesting to get your impressions or 
ideas of what constitutes a small business; that is 
to say, one type of business may have a lot of capital 
investment and medium-sized turnover, and another type 
may have the reverse, But, what would youw general 
idea be of a small business as compared to a mediun- 


sized business? 
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MR. KOERNER: Well, in the start of my brief 
I commented on the fact there are two definitions of 
small businesses. One in Canada, as it applies to 
the Small Business Loans Act, which is based on the 
simple criterion of a gross revenue of less than 
$+ million, which I believe is extremely small and 
teemuchi .OGlCORL INNS. pane Know ioatis for the purposes 
of small business investment companies have a much 
proader and better defined definition which is, 
assets of under $5 million, average income after 
taxation of less than $250,000, and net worth of 
less than $23 million. There is no mention of turnover, 
which I think 1s probably a good thing, because turnover 
is a very variable thing by the nature of the industry 
wnich one operates, and I believe for the. purposes 
of Canada something more modest than what the Americans 
have used is probably appropriate. 

The quantitative definition, the qualitative 
definition, that is) quite often stated asia small 
bus iness is one which cannot get funds from normal 
financial institutions or sources. I think thia 
was highlighted to a degree by the previous presentation 

_ COMMISSIONER MacKEEN: I take it from your 

brief you find the Canadian definition too small 
and the American might be a little too broad, and 
somewhere in between would be the proper figure? 

MR. KOERNER ; Yes, I didn't want to be 
more specific in that, but I believe somewhere in 


between is the right definition for our purposes here, 
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COMMISSIONER MacKEEN: Now, in the small 
business as compared with a large business, the 
problems affecting operation and management are 
very similar except in degree, would you agree 
With thaty that the same problems beset the 
small operator? | 

MR. KOERNER: Generally speaking, yes. 
The trouble is - and I think this is high-lighted 
by some of the facts in my submission - that 
some. business men do not have the benefit of 
the types of staffs which larger businesses have. 
There is a lesser degree of sophistication and 
particularly with reference to financing. 

American experience indicates that 
small business men are quite often unaware of 
how to raise money. It is not necessarily a 
case that there is no money available for them, 
but they do not know how to go about presenting © 
their case. They even do not know what the sources 
of capital are that are available to them, 

One of my recommendations which is really 
of a non-financial nature, is that the small 
business Sagat Ss education ine ciis tLe La, ane 
I believe this is a role of government to perform 
hy a more vigorous way than they have up to now, 

COMMISSIONER MacKEEN: Well, would you 
agree with me In this, that the success ofa 
small business depends a great deal on the per- 

| | you 
sonality or character of the person anj/ get into 


his managerial abilities? 
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MR. KOERNER: Very much so, and sometimes 

Ie gies ae) 
the problems lender's point of view is that you 
are counting on one man. It is not like lending 
an organization where there is a staff and you 
know there is a succession if anything happens to 
your top people. (I. think this is one of the 
financial problems, — Quite often you have faith 
in the top man but you wonder what happens if he 
disappears from the scene. 

COMMISSIONER MacKEEN: Would you go a 
step farther and ‘say. that. individuals with that 
particular flair are rather scarce? 

MR. KOERNER: I don't believe so really. 
This is a difficult thing to say but I do not 
think we have lost the sort of rugged individualism 
which perhaps marked the earlier part of this 
century. I think these people are around and 
there is ample evidence in Canada of entrepreneur- 
ship. The thing I was concerned about was that 
While there is entrepreneurship it is not backed 
by sufficient financial resources, and I was con- 
cerned about the availability of capita di tor 
these people who are doing eciee e things 
in business and who are going places and who are 
making a good contribution to the economy. 

COMMISSIONER MacKEEN: We get further on 
in your brief ae LS ae een 41 which goes 
into the causes of failure as set out by Dunn 
and Bradstreet. From ee ee a eas it would 


appear that generally incompetence is largely the 
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cause of these business failures, in the small 
industry. 

MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: I think it would 
be a fair statement to say that tes sces 
financing might also be a Prtsieet resulting 
cause of failure? 

MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: The inability to 
raise sufficient capital to carry on the business. 

MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: But there again, 
would that come from inefficient management, 
that they would not know what their financial 
requirements were, and if they did know they would 
not know how to go about meeting those require- 
ments? 

MR. KOERNER: I think that is generally 
true. I was acting as an officer in an invest- 
ment company which was in the debenture capital 
field. We found quite often people would come to 
us, as I imagine they go to commercial banks, 
and their preparation is amazingly lax. In other 
words, the small business men are not familiar 
with budgetary procedures, not able to think: ahead. 
Quite often people go into business on the basis 
of a hunch and, as these figures on page 20 point 
out, they get weeded out pretty fast. Most 
business failures occur in the second and third 


years statistically. Therefore we get rid of those 
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people who seem to be incompetent. 

My real thesis is that once they get 
through this two or three year period, once they 
have established the fact that they might be 
able to stay in business, this 1s where they 
usually need financing, and if they are growing 
at that stage this is where the gap appears to 
be as far as I see. 

COMMISSIONER MacKEEN: Now, there are 
various types of finance required - short term 
credit which normally comes from the banks and 
provide working capital for their operations in 
part. There is no shortage of that sort of 
capital for a creditworthy borrower. 

MR. KOERNER: No, I believe it is very 
iwell handled. That is probably an aspect of the 
market which is most satisfactory from the 
small business man's point of view. 

COMMISSIONER MacKEEN: Then we get into 
the longer Ce of bonds, debentures, preferred 
stocks or equity financing, and nat is where 
the difficulty on this arises, is it not; for 
persons of long-standing business to get that 
type of money . 

MR. KOERNER: It could even arrive a 
little ahead of that, in. the sense that inter- 
mediary capital for small business is quite often 
very costly. In other words, a small company goes 
to a finance company to demand to lease equipment. 


This is vwery much scaled to a business' financial 
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1 capabilities and there is a premium payable by 

2| small companies when they go for intermediary 

3 financing. 

4 When it comes Pa long term financing, 
5 the resources are relatively limited. I am not 
6 aware of what the rates are, because, I mean, 

fi these Bh variable naturally depending on what 

8 risk the bank takes, 

9 COMMISSIONER MacKEEN: If a small 

10 business man MHRLECS to replace equipment due to 
11 obsolesence, the fact that it is worn out, you 
12 pay more to the manufacturer on credit for these 
13 new equipment than you would to the bank, but 

14 there might be another inducement apart from 

15 the interest rates in the fact that the term for 
16 repayment against that purchase price is spread 
17 over a period of years and it is not on demand 

18 as it would be from a banking source; am I right. 
19 there? 
20 MR. KOERNER: Yes, very much so. 
21 ave, COMMISSIONER MacKEEN: Don't you think 
22 that cis probably the reason that ost manufacturers 
paiee, Or business people taking that type of money are 

24 induced to take it? 
» 25 MR, KOERNER: Well, Hea) and. Lado *not 


26 think the smal unvenneds-amah, perhaps dren the 

27 large business man, is interest rate conscious as 
28 - most economists would believe them to be. In 
other words, particularly with the income tax 


aspect of interest, the business man is not that 
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concerned about another quarter or another half 
per cent when it comes to the cost of money. 

Mind you, sometimes it is hh ee 
Sometimes the cost of money to a small business 
by acceptance companies and leasing transactions, 
is very bicine It is hard to calculate because 
there are no set formulae, but nevertheless it 
Lise Verv.nLen in obhe,.order of JO jor15 per cent, 

I would think. 

COMMISSIONER MacKEEN: Well, when it 
pone to capital being available in a way that 
the expanding small business requires, would you 
agree that past history, where Say is a fairly 
high percentage of casualties, makes the investors 
somewhat apprehensive? 

MR. KOERNER: I believe the risks are 
higher, there is no question of that, but the 
rewards are Sean high in some instances, I 
think this is borne out by experience in certain 
American venture capital companies where their 
rate of failure is higher than their rate of 
Success, but on balance they profit. 

COMMISSIONER MacKEEN: Would you agree 
Eapaan cha eec ner oines een a change in the last 
20 or 30 years, where 2O or 30 years ago there 
' were a higher percentage. of individuals with money 
Ea out out in risk capital than there are today? 

I mean, a lot of funds are institutionalized.today, 
eae Ludo not. think that you would find the same 


proportion of individuals who might’ assist the 


i ite 


ga — 
a aeyee ence, ontt st 
ie 


devel g~teve at ah eematonom oo : 


a 
soni : 


p= wtf i 
ela U = 
1 


| ay se 

h Na sconteud [lames of nome dean nae vane 
7 | ve | iaee oe 
a anoldaseners nalese. Die ab tregMog parasas2ns * 


- 4° os J 4 32 oe 
ePeterao rel af >t Xi THO “r2O0 | B£N2 siren 


| 
“leis eyornw aseinsamot sv ices ett7nsy aso rem ; 


‘yahod ons etedd nade Ladt¢so unis st ouo aug he 


ie . 
vebtat Mes RST S$t& whined = dou e , deem t 


a 


mae stt batt ie Mow tae tate #00 ob bas 
i De Slee. «toe 7S i-3 . Ge pete a a 


" vee a '2 feb oa tins t. | 2G 
. ig ay WV 7 i aenarpuaite a 


Nethercut &é Young 


- 1504 - 
Terento, Ontaric 
1 small industries in expansion. Would you agree 
2 with that? 
me] MR. KOERNER: Yes, I think I made that 
4 point at the outset of my price, and the progressive 


income tax and the estate taxation, I think, limits 
the sources of personal funds. On the other ee: 
the incentive of the capital gains which may be 
made Bir tet an investment in an individual 
enterprise is still pretty attractive to the 
individual. 
| This comes down really to my first point 

in the recommendations, and that is that none of 
these things can be factually analyzed because 
there are no facts. To a degree this is all 
assumptions, is it not, that perhaps there is 
less money for individuals in Canada, when con- 
ceivably in absolute terms there is more. 

COMMISSIONER MacKEEN: You heard the 
point made by the Federation that a certain 
portion of the assets of institutions would be 
set aside for investment and secondary or small 
industries. | 

“MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: We have heard that 
Same suggestion from other sources since we have 
toured across the country. What is your opinion 
on that as a practical means? 

MR. KOERNER: I think it is a good re- 
commendation. I believe though that rather than 


making these investments directly, the institutions 
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should consider the formation of a specialized 
investment company (this is part of my Pe omaineidee 
tion) which would have the requisite management 
to supervise such things, 

In other words, I do not feel that 
the same people who are qualified to make in- 
vestments, say, in high grade bonds and mortgages 
and what have you, should necessarily make judg- 
ments on this other class of investment. 

COMMISSIONER MacKEEN: You have in 
mind something like the British Consortium? 

MR. KOERNER: Yes, and I had in mind 
something along the pattern of the small business 
investment companies in the States, many of which 
have been supported with institutionalized funds, 
bank funds, insurance money and such, but they 
have their own separate managements. 

That underlies this situation of follow- 
up and living Ae their investments, which I 
think is a problem that they have unless they 
have got high grade bonds in their portfolio. 
There is very much less follow-up medina than 
if you took out convertible debentures of a 
small business where both the debenture and the 
conversion privilege is always a hazard. | 

COMMISSIONER MacKEEN: Many of our pro- 
Vineesazive ansietance seme bat ne along that type 
to get small business started. Are you familiar 
iccb WakouchsGumianianiich? Lathiaic ¢omeat cosmene 
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MR. KOERNER: No, not in detail. 

COMMISSIONER MacKEEN: It is pretty 
much along those lines from what I have heard, 
is: it Hots fae what you have heard of it? 

MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: A $10 million 
corporation but they do not propose confining 
their activities to small business only. They 
go in for fairly large’ business too, »in fact 
very large business, am’ I right in that? 

MR. KOERNER: I am not arte sure if 
we are thinking about the same thing. Which 
company or proposal are you referring to, sir? 

COMMISSIONER MacKEEN: I do not think 
it has been badaed By the Legislature yet, but 
it has been very Bulan ees ad sed in Quebec, 
with a capital, I think, of $25 million, specific- 


ally to do pretty much what you have in mind 


O with the SvBsAlsanadusl Benes . Wa. 


MR. KOERNER: Yes. 

COMMISSIONER MacKEEN: Would you suggest 
that if there were §.Bil.C.'s formed, that they 
would be better to oome Mader federal assistance 
or Sebel bita la anal ebaneee 

MR. KOERNER : Well, Ly would ‘prefer 
federal ditection al think tiswhasato.be-co- 


ordinated with the effort of the provinces which 


has been considerable in isolated instances, and 


one of my recommendations is that a new Crown 


corporation should be formed which would be 
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responsible to small business across the country, 
Which would take over the direction of the In- 
eet Development Bank, and which would also 
administer or help to administer provincial plans, 
and these private investment companies which I 
suggest should be formed by Seecieec tone or 
perhaps even individuals, though I believe this 
is more of a role for institutions. 

If I can digress to one point which I 
think has already been borne out by American 
experience, there they have allowed the forma- 
tion Civic pels oven Virolodly sal sizes anein 
other words, the minimum size is $150,000 sub- 
scribed capital and there is apparently no maximum. 
This has preaved a problem that there is a whole 
host of small companies who cannot afford correct 
management, who may be marginal in their operations 
and take risks Which can wipe them out. 

| Possibly in Canada we would be much 
wiser to limit these companies, if they are to 
be formed under some kind of government control 
or charter, to a handful of larger companies so 
that they can afford the management ae have a 
sufficiently large base of capital so that they 
can afford to diversify their risks. 

“COMMISSIONER LEMAN: This has the effect 

of spreading the risk. 

MR: KOERNER: :Yes, plus the fact that a 
large enough amount of capital generates sufficient 


income so that the company can afford to have good 
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management, it can afford to make thorough in- 
vestigations, higher professional counsel as 
raw eeerl and follow up investments made. 
THE CHAIRMAN: I think perhaps this is 
a convenient time for an adjournment. We will 
adjourn for Bae ten minutes. 


--- Adjournment. 
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--- Upon resuming after the recess. 

THE CHAIRMAN: Mr. Koerner, we will 
now resume. If you would proceed. 

COMMISSIONER GIBSON: I might ask a few 
questions, Mr. Koerner. I wonder if you would 
say a little about what you regard as the nature 
of ethis small business problem. Reading your 
brief I get the impression that you put the emphasis 
on the desirability of growth, building up small 
business so that they are not small businesses any 
more. What is your philosophy or approach to 
this problem? 

MR. KOERNER: Well, the basic approach 
was one that I felt that whatever might be brought 
about pyiticee sort of recommendations should not 
subsidize small business for the sake of its 
smallness but should help it to grow and ob- 
viously as ce grows it would transgress the 
barrier from small business to medium large business 
and larger business which I think is all to the 
good, But at times I have felt - and I think 
this is borne out by actual legislation - that 
the political end of the government has a tendency 
to legislate in a manner which benefits all and 
therefore has. a tendency to subsidize rather than 
£0 encourage those people who are doing a great 
amount of good to the economy - companies who are 
growing rapidly, providing employment and possibly 
exports. 


COMMISSIONER GIBSON: Do you see any 
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Terento, Ontario Aran 
1 particular industrial areas in the economy where 
2 such efforts should be more fruitful than in other 
3 areas from the point of view that could see more 
& need for encouraging small businesses in certain 
5 areas more than others? 
6 MR. KOERNER: I would not like to pick 
7 on any particular type of the economy save that 
8 I think quite probably there is perhaps a tendency 
9 in Canada not to employ new technical devices and 
10 new technologies. This may be related to the fact 
11 that we do not have much defence effort in Canada. 
12 I think if you analyze small business in the States 
13 which have grown rapidly like the electronics in- 
14 dustry, the exotic metals field, these things have 
15 grown rapidly because capital was made available 
16 to them and also the government has spent large 
17 sums of money on the various projects and develop- 
18 ments. Perhaps the government is there to buy 


19 the product. I have probably put it in the wrong 
20| order. 

21 | COMMISSIONER GIBSON: What about the 

22 facilities we have? We have in Bete the Ontario 
23 Research Foundation, we have the National Research 
24 Council and a certain amount of work going on 

25 around the universities. Do you think these 

26 facilities are being eae 1a) used by small 

| businesses? 

28 . MR. KOERNER: Perhaps they. are not. 


29 This is probably one of the problems of the 


30 sophistication of small business management again. 
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They are so busy running their own show where, 

as the previous speaker pointed out, they are 
doing everything from chairman to shipper. They 
do not have time to contact these government and 
provincial organizations, the ones of which you 
have been talking. Perhaps some effort should be 
made m these organizations to present. their ser- 
vices to small business. 

Perhaps the need is more perhaps in the 
suggestion that we should have a CYrown corporation 
directed towards small businesses. I would con- 
sider this to be one of their primary roles, an 
Bivids tins ol to these small businesses to 
tell them what is availdle to them, how to sell 
to the trade, what the government help is which 
is offered through the National Research Council 
and such ‘other things. 

COMMISSIDNER GIBSON: You have got in 
most provinces now some form of active interest 
Siigilex maT) sma 11 business as "such "or in developing 
interest as such and the two things are not too 
different at times. Do you look at these various 
organizations in your broader plan? We have heard 
quite a bit about ieee connie across Riss creak ae 
already, how particular provinces are basically 
trying to get more industry within its borders. 
Loris” aisovan emphasis On small business and there 
seems to be a lot of effort going into this sort: 
of thing and one gets the feeling that it ought to 


be directed towards that. 
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Terente, Ontario 

| MR. KOERNER: I agree with that and I 
believe this is where the federal government 
through, say, a Crown corporation would assume 
direction, not only of the federal government's 
role but also the provinces! roles. I do not 
know how much co-ordination actually exists. 

I have not had an opportunity of looking into 
that but I believe there is a great. role here 
for co-ordination by the federal government 

and I think if it were focussed in one activity 
by one Crown corporation it would mean much 
better control and more direction and therefore 
that much more co-ordination. 

THE CHAIRMAN: There is a department of 
the provincial government that used to be called 
Trade and Industry and it is the sort of work that 
it has been doing for some years. I den't know 
whether it does everything that you have in mind: 
but I understood that they co-operated very fully 
with the various federal organizations, the eat 
Bee ee eae ae Bales the Department of Trade 
and Hays and there was the fullest co-opera- 
tion and ‘Iughink there: still» is, 

MR, KOERNER: I do not mean to imply 
there was not co-operation. I was trying tostate 
the case that I believe there is still some room 
for some activity and certainty room for co- 
ordinating the programmes of these organizations 
‘which include the Industrial Development Bank and 


the provinclal programmes and whatever private 
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Terente, Ontaric 
1 enterprise heghbeve doing in this field. 
2 | COMMISSIONER GIBSON: You speak of 
3 creating this corporation: I get the feeling 
4, that some of the provinces are co-operating with 
5 the federal government but that does not necessarily 
6 follow that the people who need these services 
| are getting all the services available to them. 


8 This leads on to the question who is the right 


9 person to do this co-ordination and education, 
10 if you like. You do not put much emphasis on 

11 the I2D2B. 7a Whytis that? Do you not» think it is 
12 the appropriate organization to take the normal 
13 leadership? 

14 MR. KOERNER: I think the I.D.B. as 

15 a mortgage institution to smaller business has 
16 done an excellent job but I should not actually 
17 care to see it extended beyond that because I 

18 ees assessment of risks, say, in the 


19 fields of equity or convertible debentures or 

20 ppekomrenwiepentires in small business is some- 
21 thing that ts probably best appraised by free 

22 enterprise, so to speak. 

23 Mainly I believe private money should 
24 be induced to go into an institutional investment 
25 company which would assess risks but I do not 

26 believe this is the role for the 2.D.Bieen TL think 
27 they would be better bandeered in the field which 
28 they started out in and I think there they have 
made a great contribution and particularly in 
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Terente, Ontario 
believe their business has become more nationwide. 

COMMISSIONER GIBSON: You would not like 
to see them get into the equity side of the 
business? 

MR. KOERNER: Not particularly. I think 
I would prefer to see another class of institution 
doing that entirely. 

COMMISSIONER GIBSON: Just because 
-you think that they are thinking differently 
and you cannot do the two things very well as 
one organization? 

MR. KOERNER: Yes’ This’ Ls borne *out 
by the situation where smali finance investment 
companies have found it difficult to staff these 
investment companies with their own officers 
mainly because the banker’s mentality is different 
from that of the investor who is making the money 
available and SE uereeine a Aiie is in those 
who are controlling these businesses that they 
must go outside their own organization to get 
staff. 

COMMISSIONER GIBSON: I have a couple 
of smaller questions I want to ask you. You 
say that quitea lot of small pusinesw#s gd not try 
and get funds. This is related to the Sak eae we 
were talking about about. the various agencies that 
are ave tletad to them. Now, why is this and what 
can be done eG improve this and stimulate it and 
get them more interested in some way? 


MR. KOERNER: Well, my factual basis for 
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Torente, Ontario 
that statement was page 17 about which I believe 
Mr. Brown asked me earlier this eat re and I 
woul like to explain something Which is perhaps 
not clear in that table. This table is drawn 
from an article published in the Federal Reserve 
Bulletin and if ot look at it there are four 
basic categories - companies who needed funds, 
who had both se experience of getting the funds 
and eee anise them and those by which no 
financing effort was made is CHeiaiees line of 
tis table. This is not related to the previous 
summary. In other words, the statement above 
the indentation used in this table I am afraid 
does not make that clear. I hope that clarifies 
the basis of those sums you asked me about, Mr. 
Brown. 

| COMMISSIONER BROWN: No financing 
efforts made are included in the -- 

MR. KOERNER: They are not included 
in the needed funds line. Namely, needed funds 
wasrlinthe tfirstirexhibiticil. Sper icent..% This as 
made up of 26.3 per cent where needs were met 
satisfactorily for small business and ll per cent 
for small business where the experience was not 
Satisfactory and then another 4.3 per cent made 
no effort to get money. 

“COMMISSIONER LEMAN: Although they needed 
funds? | 

MR. KOERNER: Yes, so that they were 


obviously unaware how to make this presentation or 
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Terente, Ontario 
they were so afraid that they would be paying 
onerous prices. for the new money they made no 
effort. 

COMMISSIONER BROWN: But are they then 
in the table "experience not satisfactory"? 

MR. KOERNER: No, they are apart from 
needed funds, needs met satisfactorily, experience 
not satisfactory; in other words, they are in 
addition... 

COMMISSIONER BROWN: Where do they come? 
They must come in the total. 

Mi KOERNER? No, etheyrare In: thesaloQo 
per cent. 

COMMISSIONER BROWN: They are in the 
L8aciper cent that did not reply at all. They 
must be in the total ye ene particularly be- 
cause if they did not reply it would not be known. 

MR. KOERNER: No, I think they are 
apart. There is.a total, response of: 81.8. 

| COMMISSIONER BROWN:, And this is made 
up of 44,5 per cent, no need for funds, 37.3 per 
sce needed funds. - 

MR. KOERNER: Yes. 

COMMISSIONER BROWN: Then the 37.35 per 
cent igapoecen down into needs met satisfactorily 
of 26.5 per cent and experience not satisfactory 
11 per cent. That adds up to uwyour:37.3 per cent. 

MR. KOERNER : Yes, and in estimating 
the sa 


COMMISSIONER BROWN: It must be the 
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experience not satisfactory. 
MR. KOERNER: Yes. Does that work out? 
THE SECRETARY: Yes, it does. 
| MR. KOERNER: I apologize for not being 
more pane aso with this table but I used the 
table as it was submitted. 

COMMISSIONER BROWN: I was going to 
suggest that is where it comes because it is 
indented underneath that category. 

COMMISSIONER LEMAN: Do you know much 
about this survey, Mr. Koerner?. How critical 
Was the examination of the response? I have a 
little experience of the kind you refer to in 
page ‘17. You say that suppliers sometimes sell 
supplies of intermediate credit for working 
capital purposes to customers. 

MR Go KOERNERSE 4. Yes. 

COMMISSIONER LEMAN: Experience unsatis- 
factory in financing in all the kinds of capital 
you are referring to is something that has to be 
very critically analyzed. Some small businesses 
may Ra a very strange notion of what is satis- 
factory and what is not satisfactory. Certainly if 
small business is being helped a great deal in the 
working capital area it certainly reduces the 
pressure on them to use whatever equity funds they 
have in the area that is not working capital. 

MR. KOERNER: I believe you perhaps, Mr. 
Gipson, will bear me out that many business men 


endeavour to use their really short term borrowings 
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actually for things which are industrial long term 
borrowings and this was probably to lower the cost 
of money or perhaps because it is the only way 
they could finance. I have Bx gewiented that By 
talking to people. 
Lf: Dcanmigo ‘back to ‘page 17, "Exnipit 

4, in Mr. Gibson's early question the things that 
I found most interesting ie this table were the 
following things: For instance, in seeking equity 
capital there are three classes of business by 
fgize here but no financing efforts were made by 
10. 7° per cent of the small firms, 6.7 per cent 
of the medium sized firms, 3 per cent of the large 
firms... ~L think ithisiis indicative of the lack of 
sources to small business and also the lack of 
experience of small businesses in negotiating 
for the sale of securities or for the acquisition 
of a potential investor in their business. 

| If we go from small, medium, to large 
Smpchismtapleconetoan comemto thé conclusion 
rapidly, ii nian that small businesses are 
eLubercamey sable borgsell thelr, case or “they are. noc 
sufficiently informed as to where to go to sell 
their case and I believe this is where the in- 
formational role, or whatever the role of govern- 
ment ts f.ort>-in: small business is so important be- 
’ cause’ the average small business man in the States, 
as shown by this table, does not have the knowlédge 
to negotiate his own funds. This does not imply 


there is a lack of capital; it implies that there 
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is a lack of supply of information between the 
borrower and the lender in this small business 
field. 

COMMISSIONER LEMAN: But don't you think 
lt is true - and I understand you cannot give a 
quantitative answer to this but you can perhaps 
give a ohelneat 19s one - don't Pot think that the 
Small man puts obstacles in the way of long term 
pLaeneine that the larger business does not? 

| MR. KOERNER: Obstacles of what sort? 

COMMISSIONER LEMAN: The resistance to 
parting with’ part of the-control in a company, 
etcetera, 

MR. KOERNER: I don't think large 
business want to sell any more equity than they 
have to in order to maintain a good balance be- 
tween equity and the various forms of financing. 
The small business man sometimes is so leery 
about getting a partner in -- many businesses 
are family concerns, one man concerns and they 
do not like to have partners looking over their 
shoulders. 

COMMISSIONER LEMAN: It works for a 
partner, too. Many people do not want to be 
blocked in. But there are lots of obstacles, don't 
you think? 

MR. KOERNER: Oh, certainly. 

COMMISSIONER LEMAN: Therefore, it is 
not a purely st dit teoa: comparison We want here. 


There are reasons why you get the results that come 
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out of the tables on page 17. 

MR. KOERNER: Actually, the problem of 
small businesses quite often is one of how does 
one get out of, say, in the case of a succession 
dity problem or in the case of a partner being 
dissatisfied with his other partner and this 
kind ol thing. There isa major void possibly in 
the capital structure. There are very few in- 
StLuusLonsvea Many can turnetbo.) Bub the larger 
companies presumably can deal with investment 
dealers, exchanges, etcetera, and they can look 


elsewhere for their capital. 


COMMISSIONER BROWN: Isn't this one of 
the reasons why possibly the cost of larger 
financing is’ justified, to offset this? 

MA eROBRNE Ree Cine te buts tie 
cost becomes so high in small equity issues that 
this virtually precludes the transaction. 

COMMISSIONER BROWN: There was one 
other point and that is, the smaller the firm, the 
more they feel the incidence of a higher tpecese 
rate - 20 per cent rather than 50° per cent? 

MR.°KOERNER: That is right. 

COMMISSIONER MACKINTOSH: Is that sound 
basis for complaint? | 


MR. KOERNER: Actually one of my recommenda- 


tions with respect to the internal cash generation 
of ‘small businesses is that if one raises the limit 
at which lower’ tax is applicahle then you tend to 


increase cash generation in that hands of small 
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business.. As long as one felt reasonably certain 
that this would not lead to abuse I believe this 

would be a sound way of maintaining the liquidity 
of small businesses. Therefore it would not need 


to go the market place for additional funds. 
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COMMISSIONER LEMAN: Granted that you 
subdue the I.D.B. a bit because of your private 
enterprise concept of the best way to accomplish 
this objectives Why wouldn't the I.D.B. at least 
become the crown corporation you have in mind? 

MR. KOERNER: I think the roles for the 
crown corporation are much broader than that of a 
mortgage institution, I think the crown corporation, 
Forternierene format of what I have supmitted here, 
would head up two types of financial institutions: 
Ones. tne ID -Bee whitch L* would eave isn as being a 
mortgage bank to small business and operating more or 
less as it does now on medium-term rather than 
long-term: financing. On the other’ hand, there would 
be: investment companies gponsored by financial 
institutions and possibly the public which would make 
available ritonger™ -term*monéey and Pisk*capital~in™the 
Porm7or*equities «or convertible shares or debentures, 
and the crown corporation would Supervise both. I 
Gone ciate LD bev enowig feng usetr em ene 
position of seen geet loan companies, Also, one 
of the ideas here for the investment companies is that 
they have recourse to the crown corporation for borrowing, 
go they can leverage their investment capital, and I don't 
think the I.D.B. is the proper place to make such 
money available to an investment company. 

COMMISSIONER MACKINTOSH: What about the singl 
crown corporations of which one division would be, 
as, YOu say, cne Present runctione of Thevl DI Boycand 
the other would be the larger functions of equity 
capital and loans to investment companies which 


accommodate thems Do you need all this corporate 
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structure? 

Mia cK OSRNER 3°? Eybelieve- you do ifsrou 
isolate the functions of I.D.B. from these anes 
functions, and the investment compantes since such a 
financial institution does not exist would seemingly 
require some kind of incentives to be formed, and these 
incentives are recommended as being a certain tax 
incentive plus an availability of government funds 
to. Supplement their own funds, and I felt a ‘crown 
corporation could administer this most effectively 
because the only other alternative would be the Bank 
of-Canada directly, and) -t dom!t ;know this would be 
&@, good way of having it. But I:believe thereis room 
in Canada for a crown corporation devoted to the over- 
all pene Hus LHes siroroblem., thie melngva, Winanciad 
problem as well as an informational and educational 
problem, plus the co-ordination of activities on the 
provincial level. 

_ COMMISSIONER MACKINTOSH: It is curbed 
by the attitude that not only the now expanded approach 
to this problem, with new creatures -- you need to push 
aside the-fact that for a dozen or fifteen years the 
Industrial Development Bank was the only institution 
that was doing anything in this area, and it must 
have accumulated a great deal of experience, good 
and bad, which surely must be valuable to any new 
or extended inet itution. There are an awful lot of 
people talking about the needs of small businegs who, 
on questioning, don't really know very much about 
small business in any practical way of financing 
Or directing = [vis kindof an: enthusiasm, Ll exclude 


your brief as one of the better informed ones, but there 
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ig a tendency to weep over small business. Whatever 
small business needs, I think, it is not tears, 
MR. KOERNER: I wrote a@ small section of 
my brief on what I call the political attitude towards 
small business, which I ich te is essentially what 
you have just stated, sir, and that is that small 
bus iness is naturally something whicn everybody likes 
uO Dub UD Oa pedestal’ and’ talk about, and, not too 
much’ is dOne' and not’ too much Is known. I’ think one 
of the strongest recommendations I have tried to 
present: here’ is* that’ before anything really ‘is’ done 
let°us. find out more about the needs and problems, 
Because a UOn t VeLicve sult LC Lens information is 
av. hand’, and this “ls” quantitative as’ well as* qualitative 
tT, Ormat ion. By conparison, “Lr one“analyzes’ the. sources 
of information in the United States and possibly in 
parts of Western Europe, there is much’ more data 
available, and therefore if something is done it. 
Cat pe done won the Dasis of analysie and facts, 
In Canada up to now things that have been done for 
Small business have been done possibly to a degree 
in the dark -- done with very fine intentions but 
possibly insufficient information. I would think 
the Small Business Loans Act was done with excellent 
intentions, but not very much factual background. 
| COMMISSIONER LEMAN: Could I refer you to 
paragraph 28 on page 10: There you say: 
| "It isreasonable to assume that the 
growing company in a dynamic stage of 
development is always the exception rather 
than the rule in small business, as it is in 


big business." 
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Considering the numbers we are dealing with in 
Canada yenauthe, fact, that: .tads., probably an exception 
tha. needswthissattention,.does all this warrant 
the super-structure you are suggesting -- the new 
crown corporation, special legislation -- couln't 
Wwe get ar..the root. of this probleme bytsimpler means? 
Mi KORRNER SS Ll amosure thereware: simplex 
means... Wheat. ly have proposed wd. dont; believe, ia.quite 
ag involved as 1t sounds, because many ofthe functions 
wonich are recommended.in. this brief,are already. being 
assumed.  What.J,felt..was HeadeG was a realignment 
of the functions already in existence under more 
direct focus through: one central organization, ..As 
far as the investment companies are concerned -- 
and this ig by no means even an educated guess; it 
ils just a guess -- I stated probably you would not 
want more than four or five and you would not want 
them to be more than $10 million to $15 million. 
igi sice.s LedontG pe lleve than thespreviLous 
presentation, which was submitted in terms of $2 
DLO oS partlculariy reallsticse TT dontt. knew 
what the requirements of small business are, but.in 
Canada they are not monumental. 
COMMISSIONER LEMAN: Ags a matter of fact, 
I note your ~oriet doesn't quite suecest this should 
be “.done  wput Tucuseema Tousugcest that oilrat.,. petore 
we do anything, we should get a lot more information. 
MR.. KORKRNER: -Yes, very much..so. 
COMMISSIONER LEMAN: I think there are two 
paragraphs which state this -- 38 and 59: As I 
understand it, you say,"pefore serious thought can 


be given to remedial action to satisfy the assumed 
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demand for capital by gmall business, that demand 
will have to be studied in detail", 

MR. KOERNER: Yes. 

COMMISSIONER LEMAN: And then in paragraph 
59 I think you repeat that -- practically the same 
Uiine. oO, WOULd yOu BO a wittite Lturtney” and ysay 
how thig Commission could perhaps get the necessary 
information quickly enough? What would be the best 


means. of getting the information you suggest? 


Mis KOMRNGN so Well wt Dene Vel winery wt Tere ane 
agence Les in Ottawa now that are making studies of 
tole, .tnere has peen a creat: deal more 'acoivivy., 
Iyundevevana., in che Department of "rrade /ang Commerce” 
inerne. loge. caree (Om Cour years ./ Phney nave casa | 
Dusiness. divis ton; =i ~belileve:'cney cad) Vie /ariduct hey 
are getting some of the gata together, and they have 
made, Ll understand, requests to certain financial 
Piet LON, wo Wae COL 4, and ne Wash LvaDLeW LO obtain 
I ee that one or two submissions which are being made 
TOsyOU LG. une LULUre, Naver wou, seone daca bose mer’, 
Perhaps as your Commission progresses people will 
make more information available to you and you will 
be, by the end: of - your*"hearings, “able™“to have “some 
information‘which I didn't have or no. one, I assume, 
had in Canada before your Commission started. I 
Liinke PeODlevare Lryangovo cet more. daca, Lorerhes 
for some of the submissions to be made. 

COMMISSIONER LEMAN: This could be a field 
LOL a research Dio JeCu. 

MR, KOERNER: Very much so, 

COMMISSIONER LEMAN: How would you go about 


getting the information which you believe is needed? 
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MA ROBRNGR su Gomi think Tam, mea. iy 
capable of answering chats i Loam nov a statistician. 
I would like to. see the information... I, don!t..think 
I have any constructive thoughts on it. Without 
trying to sound Like sasparron. on, tnis, again thia 
1s something a crown corporation would logically 
do in the first instance, It would assume the present 
functions of government's role towards g¢mall business 
ULC natUuscL.ay .iGhuces..vnens tatisticalis, Tuncilon, 

abit Niall, slieVet Veiled. Summary, ste. vee 
Mines le Was, COMIN tO ne nliohin ere... one we should 
eect) information within Canadas... and secondly ,. .we 
should try and Learn from experiences of; other 
BoulmtiLece Where OLNer .countrics nave done averear 
deal more than we have; and thirdly, by correlating 
these two,\we could make more constructive suggestions 
LOM Galadas ay OWN ne COMMENdatLOnNS ASCO une Cue ae 
aver jets Gone tab. an. it he: dark; 

COMMISSIONER LEMAN: Leading from that, 
Ehere is another question, . would wlike to .ask yous 
DO. you, think, that. the problems. of. small, bus.inees, are 
quite different according to the economic cycle 
Phne Countrywise. in, at. any elven time? ) Are these 
problems more difficult or easier in times. of boom 
or vice Versa? 

MR. KOERNER: I don't know that small 
business can. Sometimes be. a estrone. counter-cyclical 
int iuence in the, over-all. economy... Jt Js not a major 
factor, put it. 18 guite conceivable that. even. in a 
| down-turn an aggressively managed small business can 
chop away at other people's markets and export 


markets and grow, while the larger companies which 
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are less flexible may be suffering the over-all 
decline of the economy. 
COMMISSIONER LEMAN: But would you think 


in those periods it is that.much harder for them 


to get the right CagLtalaro rdO uch Le njoD? 


MR.: KOKRNER: < It may be. ‘Coming back 
Ome Nerul sD ies ws citehnwid LacGwlan.  vCase. can “per made 
POtmnhend pov.) Deine ine luenced» by, une OVver=all 
monetary policy, ore tbe Bank of Canada... For instance 
Ineo yrana tO a lesser dezree in. 195/,. 1 believes 
boen approvals by che bank actually declined more. or 
Less.in sympathy with the monetary policy of the Bank 
of Canada, whereas I would assume the call upon money 
trom the wl.D.B. is:-probably ‘very much more pronounced 
in that, period, because the banks. and othex inetitutions 
were hampered in making. funds available, and people 
wouldsnave cone to l-D.B. and asked for loans. I am 
SUvemene veo. Le DUC en LeGua ct newlLoane.deciined 
WhiechimuUOULdVelpees urthere TS a certain aqegree! or 
influence there. As far age the I.D.B. 1s concerned, 
I don't believe it makes more money -- in fact, it 
makes less money available seemingly during periods 
of money tightnesge, 

COMMISSIONER MACKINTOSH: I would guess what 
you Say about small business being to some degree | 
COULLEL =CyCaicate 1 s.nou rea liy true of small, business 
but ie true of growing business. Business with a 
BLuvOnS growth factor init, whether it ls small 
or intermediate in size, will have this defect. 

MR.. KOKRNER: Yes, 

COMMISSIONER MACKINTOSH: But I doubt if 


the rather. stagnant Little business has any such effect. 
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MR. KOERNER : On the other hand, if we 
are talking about the clags of small business which 
ig in need of funds, we are more likely talking 
about a more aggressive and dynamic form of small 
business than of stagnant companies, 

COMMISSIONER MACKINTOSH: Yes, this is the 
element in your statement. 

Mi KORRNER Ss Yes. 1 was; implying) tnat 
Aeeuvtcn tes element when I was talking about the 
Counver—cycilicalverrects of small business in an 
Overall per Lod iOr recege Lon, 

COMMISSIONER GIBSON: I think 1t Le true 
Giere wieireiavively more small business in the 
SenviLCeminuustx LesvanGruneyoare Wels TeuUDTeCK 00 
Sharp. fiuctuatlons and. tended, to grow in the “postwar 
recesetions. 

MR. KOERNER : Yes. 

COMMISS IONER BROWN: Could we ask a 
OMA Livat sve rODLI LON COO 8s DO. VOU LO LOK ita toe tic.L. 
BusticCececed re More: SUDJECL  UOrpressures@dur ing: per Lode 
of monetary restraint than darece bueineseee? 


Ne RORRNGR so barea live done KROW thao 


ecan answer thattoo well yy sf know it hasbeen a subject 


which fee been discussed. and Tthink the banks have 
been accused, perhaps, of putting: preseure on small 
bueinesses: during those times, and specifically with 
MEPoradmoOmuicalaD bs Li tian yourcan cay. this Nas 

happened, but I would not want to answer the broader 


aspect Obuyonur question; «sl don't believe “know, 
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COMMISSIONER LEMAN: Would you be against 
the idea of banks being allowed to take equity? 

MR. KOERNER: More or léss on the same basis 
but I-would not like to see the Industrial Development 
Bank take equity positione. This is based on the 
fact that I believe a different mentality and outlook 
Ver eeduired... vie Conk one business, ol lend ing 
and investing are two functions which are quite 
different and are best performed by specialists, 

COMMISSIONER LEMAN: It would be a nice 
way to get around the 6 per cent ceiling. I think 
Tueu taetory, in the United States enowe that. some 
banks there have done this and quite successfully. 
Dore KMOW Wie view Uille \Le..true or not? 

: MR. KOLRNERs *l am not sure about -the 
UNALedPotates,, —UuUL Certainly -in Burope, this? is 
SMremierte yi Vr Ue) at fas, sOcell LhOs WSU DpOSse . ec vec 
Simice’'ciie Ingugtridl Revolutlon.. Take in West 
Coenen, the major commercial banks are algo the 
Me OMmmiveo Ore. Lt eGULE Lec, On yunenCOUNL TY. (Ln 
fact tucy.ueually PerLOLm adi. one Lunct10ne Literally 
OPM ne SNtire wvaneauanes snanclalcecommnunity, a+ Le 
seems to us they are everything unto themselves. 

Tnis” is probably a dangerous thing, though the 
rate of recovery of the Gérmnan economy has not 
Suggested it hase impeded their growth. 

COMMISSIONER LEMAN: Danger from the 
point of view of what, concentration? 

MR. KOERNER: Concentration of power. 

COMMISSIONER BROWN: We have had some 
comments about -- to use a word I do not llke -- 


institut lonalization of savings. You suggest that 


} ws - RAE Os & ; 
4 Pe ik eel? oe a ii 
: ae ore = mite - hes o be, ve 
a7 e st amo 
arsed ones ert? mo, age 0 ok pana 
fromgocy od Tabesenpal oc? e9m Not POC 
cu oi tape bessd al erat oro 
joostie bres a istaers, tnozeTith 2 ‘ol tog ae 


ae a 
gai bred to seeclesd ott Andi? aie ee 


YT 


evs up 978 dotew eolionuy OW? sh! ‘gotteevat oh 3 F 
-gyetfatosqe yo hamrot719q t#ed sts bas ‘suorotths > 


| ot ae 


soln 8 pd, Sivow $1 : MAMA ABWOT SAEMMOD” ae, h t 


__ 


4 
2 


° 
iy 


Saki 2 t lagtltes tnso 15a 0 ody bitDOT tog OF 76H a 


54" 
rT eS 
= 


» 


apres i 


ot 


‘OB ject aAwods ebvers bestia eav_as uxo2 jatd tess 


ve 
be 


= 
= 
La 


“o8 


vitutaseooue eilup Bas saint Bop evalt eros saad” 


- _—— 
a ao 


tion to sux? Sf aide sedtede woeds) wor od 


cite aap 
—— 


-" 75 a 
| e432 ‘Tuods exne- ted ms 1° aaa AA 4 
. ane art 9, 
. ef etty eaqoxd of ylalss soo tu . 85d are petal” 
. — ~ pl ~, @@ 4 r* ° 
ssvg .csodqus L .os qoed Seti bes. eux ylirenine | ok 
: , y ce 
| seeW. nt eisT ssolsutover edhe: rata edi e9ate | 


ony O8lsS 3%S ssiided [storvemmoo 190,80 ‘ei “cnamted iq 
f _viteos ed? lo seliinpe m2 evotegen? “ot am e | 
yiisresii aaoivomut sd3 fis mrotxed yilsves yond joa. 4 
pes a viicumoo Laiosaatt asi PA SY erline ond to. (ola. 
,povieamedy ota sadcrenen é ets yedt au o2 8n908 
edd dgued? .palny, svotSsgash & vidadorg 6 eld? 
. ton aad ymorcions NeaTeD 983 iO YrSVvooes 20° ots 
- Adworg wieds bsosgal ean ol botsoague 
| aij nowt Youre MAMA AAMOTERIMMOD. = 
. enol +812 teones , Tate to wety to" sito | 
.sewod 0 no! JStte panod : ARMADA 
omon bed ave sw 


en —~ wtf ton ob & 


tei? yeogqua wat 9 


r P . 


+> - 7 
- . ws - 
Ane: ae. Sa 


Nethereut & Young - 1531 - 


( (. . 
Terente, Ontario 


these new corporations should be financed by 

inet Poutions «iris provides: a Second? step lin this 
development of the savings back of the pansetals 
Bil feo. 

MR.) KOERNER: ) Yes these: investment 
companies in a sense are the vetting organization 
for ingetitutional monies flowing into gmall business, 
and this is: done on: the assumption that) ‘small buginegs 
imve sument Gisiiacae la tinvediy ie pec Taliized: hunctiion. ‘and 
this is best done by the specialized management; 
and icine same investment officers, who perform their 
function admirablywin ai bankymmay: now ber quabifiied 
peoples Tovdopequity and risk capital Lending’ to 
small business. 

COMMISSIONER BROWN: The point I want to 
make is, goes note that criticism apply equaldy* co 
the insurance companies , and: would it not be better 
in as long-run -Livayou -clouwld; find thelr finance ing 
Porm <Wecerconpaiics airectly Irom the public»ratner” 
than through thie secondary stage, or do- you! think 
that the Canadian public are too safety-congscious 
too take these direct risks? Is that part,.of the 
problem? 

MR. KOERNER? No, I think actually the 
Canadian public ls quite speculative in some of its 
investments, This Lerporner outy by? our’ mine ang 
ore markets... They are certainly not very adventure- 
gome when it comes to industrial quotations of a 
Similar nature, 

Perhaps theceranet Ltucione can act'ae’an 
intermediary, >. insotner’ words, “they*ean- take a> position 


at an early stage and then at a later stage through 


yd beomerts pe pivoda anor 3ancgned + wen 9 


eid? at. qst4a SHaopn 2 EShivoe wit enat m0 tag ang! 


= 


a saisedcs) ed? tio sesd sanivert ety ce snonqotev ab 
a, | | 7 Be 


RS 


—_ 
— 


SS 


~ —_—— - 
iad 
. 
w 
~ 
. 
«~ 
. 
~~ 
~~ 
X 


q 
* 
t 
4 
a 
? 
(4 
Ae 
‘ 
i 
= 
©) 
? 


{ly if & iJ . te ia mee ¢ WE ¥ he di aaa s 
he - 
; e3i Io smeos a witefuosde siivp sl olidug Nad hat ey 


_sirseniseval 


mov You yvieberres ofa yekT ,37eiten Sig } 


Si moiw smos: 


5 tebssaubrt — 
is . j 
i] 


ofiaud ea toLtmis 


ef 


a& @2 194 0389 enn] 705g ere opect7 ae. Fa 
oh oh TeHso ohne ee 


28 


29 


(1 Wig 0G ’ 
Nethercut & Young — Lose = 


(a . 
Terente, Ontaric 


@ distribution through investment banking houses 
they do make these investments open to the public. 
This 1s atea Wore* mature stage= inthe history: or 
sucha: business. 

MPU CiLecnae Dees ene “Ole” O17 Vericure 
Capital companies inthe United’ states Torinstance. 
Take ee. American Research in Boston which is 
probabdy the ‘bes t*known* or these companies. They 
have often started a company by putting up all the 
risk money along with the founders of the company, 
and*atad later stage *-“4thlewhasy been the ease“with 
High Voltage, for instance, and others -- they have 
PORCMEOmGENne public onvaTa Let ribuylonvofr-stoeckie in 
one -instance’at High Voltage Engineering “they distribute 
tHeLYVStoOck: to- thelr shareholders -asya ‘dividend in 
Kind vePThis@isvyanother way*of setting thesesinvestments 
out "inve*the nands"or the  publtes 

COMMISS IONER BROWN: Where does this company 
get°its equity capital? 

Me KOLNNER te [rbeiye yesihe- inte lak -equity 
capital came from an underwriting by a New York house, 
ang=28 -didVtnis “Underwriting Mon thevstrensth vor the 
boarder the -a¢irectors ol “the “company, *which*ts*a 
mOStT impressive List = of *bos ¢on "names. 

COMMISS IONER BROWN: That. 12 my point. This 
equity capital came from the public rather than from 
geome other institution. 

MR. KOERNER: I believe it came to a large 
degree from institutions, I am just guessing, but the 
representation on the board would indicate there was 
some institutional money, from insurance companies, 


from certain foundations. I do not think the average 
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3 man in the street was a buyer of that itssue, I think 

4 one can say that with some degree of certainty. 

5 It was a very unusual issue at the time. 
It came out in 1946 to 1947, when these things were 

° Quite unugual. In fact» the American Research and 

“ Development was absolutely unique at that point. 

: Today there are a number of companies in the States 

9 that are doing similar things. 

10 | COMMISSIONER BROWN: Perhaps what you need 

11 is encouragement to the Canadian public to take more 

12 risks in mdustiriese Tesues wa ivectay, om tindinectly. 

13 MR, KOERNER: Perhaps it is a matter of 
encouraging people who make these issues available 

i Go, Une public. eiouw cannot ~bilame: ithe: publaci if ithe 

1S public-doee notyhave the OppOr tuTlitne, Or Lt itynes 

16 the opportunity it may be a poor type of issue. 

ily There have been some very speculative and possibly 


Mesairectedsemall, industrial issues, in the -Ontario 
markets. 

If perhaps our prime underwriters took 
more interest in the small business field the public 
would, Iinding representation of these underwriters 
in chose \iseues..take av position, but. the larger 
and better known underwriters seemingly do not find 
it profitable or worthwhile. 

COMMISSIONER BROWN: Does that also apply 
to the. United States, 

MR. KOERNER:. I.think 1t does, but recently 
there has been more enthusiagm for small company 
financing -s-This stemserrom this srowth concept which 
Le quite prevalent now, People are willing to buy 


companies that are losing money, sort of loss-times- 
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earned ratio ( I don't how it is defined) but 
sometimes the company sells better in the market if 
it igs losing rather than making money, as long as 
Dis OULeCMLoLe OU LO UCL GILClontiyeexOL Lo tOrpring ln 
tne public. We have nothing (ofthat, eort) in Canada, 
probably just as well, 

igchinkwonere, [e.emroLe yore ans insti cue Lon 
MoalCeLapoeseice 18. oe. DOardine “house )Tor these 
investments until they have matured to the degree 
that the pubite le wilitne= ao wake themon = * You 
know , there might pe ja. pexlod of,+ say... fiver years 
where these. things are. best: held’ by an inst itut lonal- 
izeq) company and: then, arter that period an underwriter 
can take these securities, debentures or equities 
and make them aveillablesitor rhe? public, 

THE CHAIRMAN: Any further questions? Thank 


youeveryv much, Mr + Koerner; 
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SUBMISSION OF THE CHARTERHOUSE 
GROUP CANADA LIMITED 


A PPRARANCES 


Mien Gee nclaLr 


ME eS INCLAIR: i Genulemen, Ll do not intend 
Pome UmhiCriZeymyooriel as my Drier is in diseli short, 
Die would like copelvye soured little spite more (pack- 
ground.than, I included in.the brief. on.who.and what 
Chariernouse. ia. 

We have been in this small business investmen 
game now Fore sone. >> vears Oni e ina liv ietart Pag. 
ingland,.and active now, in Australia’ with partners, 
in South Africa with partners, on the Continent 
with. partners, and in Canada,with partners who are 
at present no& Canadian, 

Wevare. JOLne Slnval i cpoce. places exactly 
therseamne: ac. we are doing here, bys thevsamne Investment 
policies as I have shown.you,.in my booklet, 

Deneve ge VrOone wlio lL COULG add nere 
is that we have found, though our experience in 
Canada has not been unsatisfactory, that competition 
INeOUraL Luc. OL business noc. directilyuperhaps, 1s 
PLerce rm nevemoandevel Ss Ove, dart culo to make money. 
than we have found in other places we are operating. 

ea As you know, we do invest in businesses 
thotyetercoo Snatioavouattract underwriting .ron 
the .investment houses on an economical basis, and 
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Suppliers, customers and so on. 

iy fact wes area directsirecul ty or*tne 
MacMillan Commigston in the U.K., and we were formed 
with the specific idea of plugging the MacMillan gap 
and’, ase lL put ain my ehort briiefy we have* found: chat 
the MacMillan gap in Canada, or we believe that the 
MacMillan gap in Canada does’not exist. to the eame 
excentocnat Liexisted¥ in! then Ke at thes Gime ‘of 
the MacMillan commission, 

Briefly, the sunmarysor our experience cis 
ChateeLt. Ls management , manageinent and €o on repeated 
endtecsiy.. Waichis. the? reason. for’ the wsuccess: or 
faiturey OnMpUsSIMNeasee' in watebh wey invest. 

iy take’ some Llesuc- with’ the previous speakers 
that putetinancialy requinements: eveniat ithe Second 
or third position on. this. — Lewould put. Mnancial 
requirement sor" fimancial stringency at" the’ potton 
ofthe Wie. because wes arey Tdrmliy convinced thatwa 
company with sound management will find money from 
numerous sources aureagonaple terms’: 

In “my tbr iefm-L- have ,“l-admnit>,™ taken: a’ ‘fairly 
roundhouse swine ate-tnewL D.b.3" and “i do) not’ want 
tombedabour: that’ point because I Suspect you may 
have some questions anyway, and I have made a hint, 
perhaps not as clearly stated as I should have, that 
government should not subsidize small business; it 
Should not compete with it or should not compete with 
private:.sources of money for small business. 

I believe that the future use of government 
in thie fleldcould?and:+ Should :be: entirely directed 
to education and management assistance, 


In private conversation with Mr. Koerner 
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1 
2 ; 
3 before I came here, he said that if a businessman 
4 writes to the Department of Trade and Commerce and 


5 says, "I am having trouble with costing, inventory 


, control or what have you", the usual reply we get 
from Ottawa is: "If you will write to Washington, 

( ask them for booklet No. 732 available from the 

: Small Business Administration", I think it is this 

9 place that our government can and should get hard 

10 to work, 


11 Finally I think, and I hope I have made it 
12 eleax, that ifemanagement:of semabl cbusiness, cor 
13 realilvyiotwany husinees;>  berofissufite fentwabibity, 
energy. hag: the proper. Integrity that -an investor 
i will seek, then money will flow, and the money is 
» available now, and if the money would not be sufficient 
16 when the; money will flow from the various. sources that 
7, it is not flowing from now.-- in other words the insurance 
18 conpanies: that.are noteput ting moneys ingsmalanbusiness 


19 Simply ibecause ptneyrfeebvit tLe iaihighiyorisky,.game, 


andethat «they, +probably take the .same,view.as,.1sdo, 


20 
that the average small business is not well run. Again, 
ig if the smald sbusiness is soperating efficiently,.then 
me money will flow. 
Be THE CHAIRMAN: Thank you, Questions? 
24 COMMISSIONER BROWN: Could I start off, 
25 MosiChamrmnanvearksuyoussugpectedmon texpecteds tilian:going 


26 tocask you about your lteriticism of the, 1.D.B. 


Vou seayliniyourefiret paragraph of your Summary. 


27 

all> "Particularly thig concern is directed 
to7.the recenbly<broadenedsandwextended 

29 
activities of the ,industmial.Development 

30 
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This implies that possibly or perhaps you do not 

intend3tomimply <1t “but it idoes imply? that uvhe 

previous level Orn some ipréviousslevel/wasisacceptable. 
Is it a matter of the degree to which I.D.B. 


is, compet licyrormelsnihi.aivasquestiow ofuthe vinterest 


rate they are charging or other conditions under 


which they are advancing money? What is your 


¢riterion of the areas in which the I.D.B. participation 


would ther aeceptablestand is yourccorbticiem directed 
avwene mact sbhawithey are-scompe ting with Charterhouse 
ormune tithey sare: fimancning Sotteera ta ttenclane .Gompe ting 
Wien, compan Lesiatnaa Onarce rhousetareiiinancing, 3 

MR.SINCLAIR:* I think’ I can almost angwer 
that multi-barrelled question "veg", 

COMMISSIONER BROWN: There were a couple of 
"or's" in there. 

MRS OINCLATR ss tl believe that, qualified, 
the 1.D.B. Ms, fulritting ailuseful funetiion whem It is 
a bank of last resort, and I think it stuck. pretty 
closely to that bank-of-last-resort function prior to 
Ruilivy, | ROG 1 

VOU EeCOnNd aul Son Wis.:; Do tL object pecause 
they are competing wit baCnarterhouse? s.Obv lousy TL 
have an axe to grind, commercial or investment axe 
to grind, but I do believe it wrong for a government- 
Subsidized organization to be competing directly with 
some one as lsyecwyimeeco GO This on “aciprivate, enterprise 
basis. Their money is available to them much cheaper 
than ours is and much cheaper than all the competing 
organizations, be they banks, finance companies or 
be they the multitude of companies doing much the 


Same -sort. of thing’ that; we are doing, 
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COMMISSIONER BROWN: Then is the competition 

you are thinking about with you or with your companies? 
. MR. SINCLAIR: With us, with Charterhouse 
as opposed to with our companies. 

COMMISSIONER BROWN: Would you give us your 
definition of. a lender of last resort, because the. -conditior 
of the ‘market mustiicome: intonthis iaticsomeetage , 

In other words, if the manufacturer wants financing 


So sen ean sony) Serebe tam tl pervicentiiin ithe 


commercial market but Ghey <Canweet Mita 1D apear cent, 


would iti*be your implication that «they, shoulid take 
thatpratherm chan take theimoreiiveasonable vate Thom 
Dn, ove, 

MR. SINCLAIR: I don't know that I have 


an answer to that, , 

COMMISSIONER BROWN: What is your definition 
of "lender of last resort"? 

MR. SINCLAIR: What was the I.D.B.'s 
omieinel definition? I should not be asking: questions, 
but this is something I do not know -- the I.D.B.'s 
original definition of what reasonable and economical 
terms were when they. set. thisup. 

Could a man go to them and say, "I have 
tried to get the money or new equipment on an equipment 
lease at 15 per cent and they will give it to me at 
5s perecenti~ bute) tilnkreie eLsest dat 'expens Ive+0" Can 
I have your 6-3/4:money", covey". Would I.D.B. view 
PLN wee en? accepvua ble® Measom Tove ive to vien? 

COMMISSIONER BROWN: You said the I.D.B. 
shoulid only ‘per a ender of last resort wanted: 'to 
know what you mean by that. Have you considered that? 


MR..SINCLAIR: I am almost throwing the 


7 


eer 


it 
a 
. 7 _ 


gs y 
ee? em 
7 Pe Lae at ¢ 


t> 


“ot 48a qmon. edt ad wodT ~ 1K a MOL a ine! 
| Pigubsicens {OY dsav x0 poy athe wots atsintets: on S yoy 


- Vlei 7 | Wh a ial 
sepodred add dd lw au Peat” Rts MOWER: At ar i 


ifs 


.b6icsqine’s uae tli of: beaoggo #8 


“voy au OviR Hoy BiuoW <MWORE AZAOLSSIMNOD 
of oe 

nOlIlasish fo 

7 ie 

.sge73 shod Te fliiy olol emes: aun Jota ed) to | 

i eutoasall atnew' setusosivasm edd TF . Sptow Lotto. at 


oft of ‘taeoonrs @f 38 32 3eR Yine Anse Yous oas 


bs : oy 
i eingo seq Gf $6 3 Joa nso yedt Jud Teolism Lerotsmaes 
* : re 
7 ; - r ~ » t oo + 7 oe - 
-" = Re Dad nrey: ‘at - Gi Tee LG ‘TLC 4 Od Le ol UoWw = 
oF 
: : a a 
mort esi els 64 STom: eat was io Yeodsex sands 
_ 
a 
7 lot _ 
© > Sal 
ok + cecilia 
a4 oy fi 3 « ste “er 2 4 hes sé % é "kh ‘ > 
; i 
aye } 
a 
ae . »7 IL YWNERS BS 
b: { it j tio: HUD » y : ‘ Fi OT G yy i) ’ 
ia } 
7) - ~~ “it 
da 4 A o yA 3Ut epi ee) 
nr - 
: ’ 1 4 TATINNTE .@ 
ia S - . Lea / - a Od « s _ t 
mf 
! 
‘ » + Po pa? wy O : 
" < ‘ ee & é - Fe c : 
.anoltesu id ton pliods 1 totteb Lantgiero 
| 
y ‘ : 
~ - 7 4 - * 4 ~~ 
as q’ : Gi. ii =r ¥ fi 4 en 4 J é se A > Ga Sud i 
: je . A 
. | 
=a, i. - “, i. > 5@ say bf = ) oes 
As 489 MoMoy \ ~ BS sw hd a 4 £9 oh om er jad 4 oi 1 eet oe TO 


L. f 7 2 > >, _ iy Oy a8 ar ry et = +> <a¥ c = ? or i 
"{ oes | © lee | ae > §bap a ‘ TiAy » ov 5 we 4 le Sa \, “« pull whi “ Pa ov pb al Te 1 


o Yoru tc 
> iz 77 4 ox alacrr eee) L deal 7 si te 
X nc S25 2,€ S5G4 S08 0 o o @ali 


7.4,% sat bias voy. revOr aanonextingon © 
_ ° a ) 


oe) Setoew LT oer 13g we S.1r0l & OF 


Dorshrscae eng vai gems ws nse poy 2s 
7 ; : , @ » Pe? * 
- 7 xc JT { 


oe. by xt 


<a ON 


(oe) 


29 


30 


Nethercut & Young = 1540 =a 


Terente, Ontaric 


question back at you because I say this depends 


on the. I.DoB/ fattituderas to what) “last~resort” is 


in that connection. 

COMMISSIONER BROWN: You are the one who 
Saidathatntuesnouldnoniy besadlender ob ilastaresort., 
What do you mean by that? 

MR. SINCLAIR: I would think that it depends 
-- you cannot put specific terms as to what would 
be reasonable and unreasonable financing, I don't think 
What Le aceeptable: to one company which ie able to 
yease itevrvuckslatelcuordssperfcentiecoudd probably 
be wWhacceptable,toia manufacturer ofpbathroom fixtures 
who could noteatifiiord' to payithat eort) ofe money, for 
nuies TUXed.assert ay 

po _cthaty D.dotnotithink there aseanyf pat 
answer that. if'a man cannot get money at less than 


ie per Senta nenehonuldrgourvorthend DBs fom tiee. man 


Vcennote rec iaupublicaresue: “col donno hinliouiheres:is 


any pat answer, 

COMMISSIONER LEMAN: The Legislature sometimes 
are apt to introduce pious words into legislation that 
leads to fuzzy thinking. There is no reason why we 
should indulge Ne usz ya. ahi nicineoursexves, There 
must be some criteria. 

MR. SINCLAIR: Well, I have in my comments 
Sald-theateif a manwis (unable; to: eet aterm loan from 
hie bank -- because banks had made term loans and did 
eive term Loans: even during the time when the government 
or the Bank of Canada was taking a pretty dim view 
of them. They would be unofficial term loans even 
Lt eyes were not “ofticlal, and you would get an 


under-the-table memo from your bank manager that your 
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one-year loan. would be renewed on December 31st. 

So if a man goes to his bank and he cannot 
get a term loan, he goes to a conventional mortgage 
company and he cannot get a mortgage, and he goes 
COM novvernouse Or Onelof these other people and 
cannot get money on any sort of reasonable terms 
from them: 1f the business 18a’ eound one and well 
Managed, I”see no’ reason why “I.D¢B. "should not be 
producing “the money, and’ 1 think*it Is*a’very good 
thing it does, 

‘COMMISSIONER GIBSON: If a business wag sound 
and well managed, why wouldn't you finance it? 

MR. SINCLAIR: We might not like the man's 
Vace, we might PinGeniMecon pee inea direct Ly with gome- 
body we are already Investing in, on we ymient) find 
Eiacmnie vad Unwilling torrevrany equity co. “We “might 
feel it was a one-man business and thereforeletoo 
vulnerable, and for any one on agnunber cor (reasons:. 
Heumicht not want tobe involved .withian «institutional 
investor. He might prefer -an individual to. deal:.with. 
Dnereviagvank number or weagons why people wild) not 
come to us)and,.to the contrary, there are good 


reasons why some people like coming to us. 
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COMMISSIONER GIBSON: You are looking 
for the cream amongst these enterprises. I notice 
that while you investigated about 1100 propositions 
you have financed some 24. Now, this suggests 
that you are only looking for the exceptionally 
mood ones, particularly good prospects, is that a 
bir i statement? 

MR SINCLAIR Thatvis “reasonably Fatir, 
Sroe couGr Cals Be -within-our: own ‘policy Jimits:, 

I would not say the cream. We are working within 
fairly narrow policy limits. We will not take 
Ona new business. “In new "businesses “tive 
financing is very much more costly although the 
returns may be very much higher. 

COMMISSIONER GIBSON: Would there be 
new businesses in the 1100 applicants investigated? 

MR. SINCLAIR’ »Oh “yes, many “of “them. 

COMMISSIONER GIBSON: So you do investi- 
gate a business at times to see what it looks 
like? 

MR. SINCLAIR: Yes, and we will make 
an exception to this policy and have done so on 
various occasions, once with disastrous results 
and once with satisfactory results. 

COMMISSIONER LEMAN: Would you finance 
a business that was going to enter into direct 
competition with another small business you have 
just financed three or four months ago? 

MR. SINCLAIR: Probably not, regardless 


of how good it was or how well managed or how 
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well we liked the people. 

COMMISSIONER LEMAN: Therefore, anyone 

else is bound to be competitive with you? 

| MRegSINGLAIRe 4 Ohsayes)s ml Bhink? per- 
haps Mr. Brown misread my comments on the I.D.B. 
to a certain extent because many of the people 
with whom we have transactions have 1.D.B. 
management or had it when they came to us. This, 
we feel, is a good thing. 

COMMISSIONER BEMAN: Do you find 1% 
impossible to work in co-operation or partnership 
with the onlay OF eLORSL Db OLDUT cup ccertainnkinds 
of funds and yourself other kinds? 

MR..SINCLAIR: In many cases people 
come to us and our answer is: "You do not need 
us, all you need is a whacking fixed mortgage on 
your assets, go and see I.D.B.". Until relatively 
recently +the .1.DiB. have said :to people: "You 
have not got any fixed assets. What you need is 
fixed toapitalts.= slfivea Manthasenot cot fixed 
assets the tendency is to say: "Well, we will 
put your mortgage up higher than it is and will 
take equity as well to compensate us for the 
Bee eae tice 

COMMISSIONER LEMAN: This you are ob- 
jecting to? 

MR SINCLAIR: ~Yes,:.on purely moral 
grounds that it is not right for the government to 
own pieces of private business competing with a 


subsized (for that is what it is) business although 
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1 admittedly the service is available to anyone. 
2 | COMMISSIONER LEMAN: Are there cases 
3 where you find you can be a lender or investor in 
4 a Aer that also has some I.D.B. money? 
5 : MR. SINCLAIR: Oh, I hope many of the 
6 companies in which we are involved either do 
7 take the I.D-B. mortgages after we have become 
8 involved. with them or already had I.D.B. mort- 
9 gages when they came to us. That money is 
10 entirely compatible with our own. 


COMMISSIONER BROWN: So it is only at 
the stage where they become competitive with you 
that you present the argument against their 
activity? 

MR. SINCLAIR:: Yes, because,I feed 
that; not only are.the larger firms: but..the. small 
business firms .~ doing the job well enough that 
the government should not be getting into equity 
and it should only carry out its role. I can see 
no difficulties about that one. 

COMMISSIONER GIBSON: Could you say a 
little more about your basic DOLLCY 2ow OU pare 


pretty selective in your choice. As your brief 


minority interest. Usually you have a director? 
MR. SINCLAIR: .We always have a director. 
COMMISSIONER GIBSON: Do you contribute 
fairly actively any ideas to management and that 
sort: of thing? 


MR. SINCLAIR: We avoid like the plague 
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puts it I-take it you would like to get a, sizeable 
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any day to day responsibility. We do not want 
to be an eneOn such. 

. COMMISSIONER GIBSON: But you might in 
the way of business give policy suggestions? 

MR. SINCLAIR: As policy suggestions and 
as a source of advice when a man seeks advice’ 


= 


we are available at any time. We do not want to 


take a ae itive managerial position. 

COMMISSIONER GIBSON: When you decide 
you want to help finance this business it must be 
with one of the thoughts in mind: "This is a good 
business and it is going somewhere". You must 
have some idea where you think it is going and 
hope to facilitate it as well? 

MR. SINCLAIR: Yes, but some businesses 


we have ae Look"at and say that this “business, 


given sufficient money over the next five years 


1s’ a potential public Lssue in which case we have 
an out dn silent. In another’ case we ‘say, this 

Ls a2 solid citizen type of man, we: like him and 

we would like to help him but obviously the 
business is never going to be another steel com- 
pany of Canada and obviously we wlll consequently 
be a permanent partner locked into the business and 


we know when we come in we will get a reasonable 


return and when he retires he widil sell us out and 


Took after us. 


COMMISSTONER GIBSON: You are not so 
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necessary part of our portfolio. 

COMMISSIONER GIBSON: You have looked 
at a- lot of possibilities here. 1100 propositions 
is a lot. You have taken 24 of them. What has 
happened to all the others? I understand a lot 
of them are outside your sphere of policy? 

MR. SINCLAIR: Yes: 

COMMISSIONER GIBSON: But there must 
have been a lot of other good ones out of 1100. 
Can you make a few comments on that? 

MR. SINCLAIR: I think we have missed 
ane damn good ones by perhaps being over- 
selective. I have seen companies that have 
come to us and been turned down that have obtained 
money from other people and have really become 
public companies. We have seen an awful lot 
that have been turned down go under. The same 
reason - poor management, not shortage of money. 
Correcting a shortage of money would have been 
only postponing the evil day because the manage- 
ment was not capable of looking after the money. 

COMMISSIONER GIBSON: And then quite a 
Loy of bape meee really outside your sphere of 
interest}: Je take.i16? 

MR. SINCLAIR: Yes. 

COMMISSIONER GIBSON: Would you know of 
a good many other cases where the propositions 
had turned out to be successful? 

MR. SINCLAIR: Yes, we have seen a lot 


of them. All the deserving ones that were outside 


may 
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1 our policy an off the cuff answer was that mst 
Z of them got their money from somewhere and the 
5 undeserving ones it is harder to estimate because, 
4 you see, they fall bythe wayside over the term, 
J COMMISSIONER GIBSON: But do they fall 
6 by the wayside because they could not get money? 
7 MR. SINCLAIR:, I do not think so. Let 
8 USeDUG eo. chi s ways. They cannoc cet ons because 
9 the man was a rogue or a bad actor or was not 
10 able GoO,abLvAGG.pantnens.. 
11 COMMISSIONER CLBSON a Lo Laue sme Leer 
12 of judement,: I suppose. 
13 Me ok NGikei teas kb LS) a Mavoer Or, 
14 judgment and it is terribly dependent on per- 
15 Sona Litws Aman may come into.me and Lomiaht 
16 take a dislike to his face. He might get his 
17 point across to somebody else. 


THE CHAIRMAN: . There are a number of 
other companies doing somewhat similar business 
LO wMours;. are. there? 

MR. SINCLAIR: I have listed a number. 

THE CHAIRMAN: — Tersaw aba ts i St. 
suppose each one may have somewhat different 
emphasis as to their objectives but generally 
speaking they are equipped to finance small 
business in one way or another? 

MR. SINCLAIR: In one way or another 
and: T think with difterent, policy.limits, 
different methods. Some want some advantage but 


the ones I have Knowledge of are all willing to 
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invest in unlisted private companies of one kind 
or another. | 

THE CHAIRMAN: I am not asking you about 
who they are because you may not wish to state 
that. 

MR. SINCLAIR: "Well, certainly the 
sponsorship of some of them is unusually fine 
with sophisticated and reputable people behind 
them. 

COMMISSIONER BROWN: I gather from what 
you say some of these that you have turned down 
have turned out successfully? 

MR. SINCLAIR: Yes. 

COMMISSIONER BROWN: You will agree 
that there is no automatic criteria by which you 
can measure a small-business and gauge its 
sucess? 

MR. SINCLAIR: Our attitude to these 
things -I»must. admit is we look almost not at all 
to fixed assets: We look but not too carefully 
at the financial history. Our entire emphasis and 
approach to a man who walks in the door is his 
own ability and the abilities of the team he has 
Zot with hime “Lt “happens that’ our philosophy is 
built entirely around people. Other people would 
perhaps take a much closer look at the financial 
end, the inventory in the case of fixed assets and 
eocus etcetera.’ featn this ts a-matter’of policy. 

COMMISSIONER BROWN: Your emphasis is on 


management? 


] TS. ne 7 - c" e*) 
gods wow saisles gon sie I Weta 


Ne ie sjaye os dalw son vem HOY * ssiiond Weaeades ode 


ee ae 4 wr iat ) 
arts vi AEsSYSsS eA 4 TH Pal TAI OME HA me i) , 
ae eritil viltaveunu ef menif io sige a Ge trietoanage 
fdadosa ofdstucet bas Sstaottatdqce Huiw 


mend 


~ th 4 - a nr ~~ 8 
i SMVba 20 SeSns.ena LISI oo 45omM FiBd 
| } 
i) 
. { pla be) 
: S2BSeO0U06G 
| } 
+ ra 7 rie {Mi 
i] | 3 J 9 : vw . ~ ef’ £ as 9 bi 
) 
r i oe 
' 7 ie a te ° ¢ 7 1 Fire 7) ¥ f 
i . «3 i te ue ps ht J oh & VEN = e hide 
} 
4 
e o 4 St af - ~ ~ ~ awh os 
_ , et ~ Ma 4 | ANU MOO ve «% « é‘ ~ es 
¢ 
‘a 
» 
“i = 
“ erel z ~} ‘ aren y "> arf 7 - 
WITS « = ‘ {Mis ¢ ~ ws ’ } ie! st) 44 LaBES er" BA wa 
} 


7 i 
| | eafrl at soob afte at exflew orlW msm 8B os nosotaqgs 


a ‘ ¢ at fh ob ue r "7 one } 
; aod ef mest etd Fo settit( ids oft basa wretitecs Awe | 
. « ¢ - me Oi of —- > 
y &1 Vi “ he e wi SEs = 5 Be petal = & afl fi nviw JOR 


*! r ne pd it ™ - — é ~~ r ay ° 
AT pow Si Gqo 30 wegst 1© .Spigos ] Hho TS viexiians titud 
tonsnti sdd 3a apol. tae0lo rioum & erst scanteq © 


~~ 


bun 2feeées bextt Wo Seas anv ot ToSpavat ectt ian 
te At 


 wntlog ‘lo tetdsm 6 OF @20 rest sttetoote eboo, 


at stestqne uot Va 


7 
Pn 


» 


eae 


ae 


29 


30 


Nethercut & Young 
- 1549 - 
Terente, Ontarie 


MR. SINCLAIR: Not weak management but 
our primary reason for investment. 

COMMISSIONER GIBSON: One of the things 
I°find puzzling is that there are so many in 
this list that you give of firms which are con- 
trolled abroad. There are relatively few Canadian 
owned or fully Canadian owned organizations. Does 
that mean that there are a lot of opportunities 
ine this tLe ldvuthateattracts people torithis: country? 
You have suggested this in making comments and 
also the fact that it looks like two-thirds of 
these companies would be controlled abroad. 

MR. SINCLAIR: When I submitted my 
dfPasc Fo wy di vectors) aineluded’ a list! of nine 
companies that had found the going pretty tough 
and I was advised to leave that as I might be 
stepping on somebody's toes. This is an off 
the cuff list and a quarter of. the people who 
have entered this game have given up the ghost. 

THE CHAIRMAN: Were they Canadian 
companies? 

MR. SINCLAIR: Some were and some were 
not, sir. 


COMMISSIONER GIBSON: Is there any tax 


advantage for an external company coming into this 


field as opposed to a company owned and organized 


rin.Canada? 


MR oO SINCLAIR: Wil cdornothknow,.1) do -not 
think. so. We have none. I think it depends on 


your election when you start in business. 
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COMMISSIONER GIBSON: Would you regard 
this quite large number of externally owned concerns 
Pe crins the marked enthusiasm about Canada 
which prevailed from, let us say, shortly after 
tne war until a few years ago? 

MA. SINCLAIR: .f would” think that Js, a 
very fine statement, sir. 

COMMISSIONER GIBSON: And that you 
are further suggesting that their enthusiasm 
Heasynov.abeen in ali cases fully Justitied? 

Mae OLNC DATA loth niche: Caines 
weryemuch Gougher than they ever) imagined iu 
would be. I think if. we were to be honest I 
think we would have to say we have found the same 
thing ourselves. 

COMMISSIONER GIBSON: You have said a 
word. or two about the £1.D.B.. and your views 
Hemet it and towards it. What about these 
provincial efforts to assist small businesses 
- development funds, etcetera, do you work in 
with them at all? 

MR. SINCLAIR: We have never, by nae 
worked directly with them but we are in contact 
with aes and our function is purely complementary. 
We tend not to be competitive with them at all. 

COMMISSIONER GIBSON: Do you find your- 
self supporting the same firms occasionally? 

MR. SINCLAIR: We never have in the past. 
There is no reason why we should not. 


THE CHALRMAN: wThank. vou. very much, Mr. 
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SunG Lal . 
We will adjourn now until two o'clock 
this afternoon. 


~-- Adjournment. 
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Z 
3 --- On resuming at 2.00 P.M, 
4 THE CHAIRMAN: We shall now resume. 
5 SUBMISSION OF THE ONTARIO SECURITIES 
é COMMISS ION 
7 oe ne eon Ow OS ne Ow Om ee 
8 12 
A PPEARANCES 

9 P 

Mr Om 6 Lennox, @.C, - Chairman 
10 

Mr. W.M,. Duggan - Registrar 
11 
Pe Ce a eG Nae Geyer 
e MR, LENNOX: Mr. Chairman and members of 

the Commission, the Ontario Securities Commission | 
14 

La very: pleased.-to have ‘the Opportunity “toveniarcge 
15 


On Our orien? i if “you would e@iverus: sone rd irect ion 


az to what. procedure should be followed, I thought 
possibly more would be gained by questions from the 
Commission rather than any lengthy statement. 

THE CHAIRMAN: We have all read the brief, 
Some be NOU neceesarvyymunhtess You Well vo -dO.eo, 
POCCEAU Mie VETDAULec Lemay De sets VOU pDreLenr / Ley; 
Vege OrOCeceO Wiuimt Nerv OuUee LOS. 

MR wooNNOA ss sWell ys isha vevas very short 
statement which will only take a few minutes. 

THE CHAIRMAN: Very well, we will proceed 
with that. 

MR, LENNOX: Since adequate Securities 
Legislation was enacted in 1947, under the able 
administration of the Honourable Charles P. McTague, 
the Ontarczo CoMmmisetony,vas4 itv is» presently constituted, 
has tees everyerfort to improve conditions under the 
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The,.first.major. step was the publication 
of a Monthly Bulletin, commencing in January, 1949, 
in woech deraiierci.lesues accepted for filing’ are 
published, together with decisions issued when 
aGisciolinary act lon, Ja. taken. 

L aleit.ntentwadd, one re thatowev aleao sive 
reagons for rejecting,a. filing If necessary, but 
ae majoritynol dane Cilings ane. not actually rejected; 
they are simply abandoned. Since January, 1949, over 
two hundred -of «these..decisions. have, been .published. 
Mine sou leases .Sent..t0,.e very brokex and dealenx 
YeoLlerered rinmOntarlo, and to all .Provinelal 
Administrators. 

lrshoOo.L, meet inss,of Provincial Adminiatratora 
werenvevived, aitern.a. lapse ,.or many years, by a 
meeting held win-Toronto.in November, 1951... At this 
meeving . OntarlLowubnlived policies desiloened to 
Sovern Tatty and.wequitable corporate financing, , These 


policies .were,.submitted after :a full discussion with 


BEpresentaubves OL The, organized securities  indussry, 
WhO,Offered ‘many constructive suggestions. (As. far 
asecan  be.qdetenumined, these policies have: been adopted 
throughout Canada, with possible minor adjustments 
PomeuULty locadlesitiuaetions, 

Anwd 9be2,, ater proionced, negotiations, the 
United States short form of registration was extended 
to Canadian issues. In 1954, Ontario abandoned this 
fOrnn of, regis tration,v,andsagain. made. offerings. in 
the Uniteq States in violation of their securities laws, 
as enerexperimenc was slound. to, be. Jmpractical, 
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1 
2 
3 reports’ on mining properties submitted pursuant 
4 to the requirements of Section 38 of the Act. 
5 In 1956, the demerit gystem was introduced, 
6 L.@, imposing ‘technical suspensions for minor 

inpracvronea,.bue Leaving the registrant [reé to carry 

‘ on business. These suspensions have’ been a factor 
: in taking subsequent disciplinary action. 
9 In. P9593) "the Commission refused’ to accept 
10 Stock Exchanges as recognized Stock Exchanges, within 
11 cnewmeaning of the-Aet “located ‘in jurisdicttons .which 
12 did not. exempt trading by way of primary distribution 
oe on a Stock Exchange, 

In 1960, a Guide to Mining Engineers, submitting 
fe reports for Liens Was Lesued*uriden Tne direct lon or 
Le Dr Pronvera,* our Technical: Consultant. 

16 In March, 1961, a Regulation was passed 

Le TECUlrIne Wnderwricenrs."and OpiLloneées to. be resierered, 

18 In April, 1961, a Directive was issued: 

19 reste clings tne? use, in promovlLonal Literature, of 

a technical information and opinions respecting mining 
proper ‘cceyolnacels,, cwney Nave vO. LdeneLiy the gource 

= Of thatevechnical’ information. 

s In November, 1961, a meeting of distributors 

23 Of mutual=tundsY wasneld-in Toronto for the purpose 

24 Ob 20rming ene associat ion in the best interests of 

25 those engaged in-this form of financing. 

26 A second attempt was made, in March, 1961, 

a to meet the requirements of the United States securities 


laws.oWlchin the last week or ten days, two.Ontario 
mintueetesues nave=now been accepted by the Securities 
and Exchange Commission in Washington, 
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1 
2 
3 branches of the organized industry has been most 
4 satisfactory. The Investment Dealers, particularly, 
5 have shown @ true spirit of co-operation, Our 
; relations with the Stock Exchange have improved over 
the years: to a@ pointawe, now operate: ag, an efficient 
i team, The Broker-Dealers' Association, who have 
: many members engagzeq in’ the promotion of highly speculayive 
9 issues, Of Gourse present many varied problems. However, 
10 the Board of Governors, for the paet several years, hav 
11 also SHOW a SDiniu Om Ie rue CcO-operatianoin face of 
12 Gis iCML ULES and demonstrated their courage and good 
i faith by the Directive issued in March, 1961. 
ine value orvenniuel: Provinezvaus Conferences 
ge SoouUlGmnOU Wears COUlLCOe fr Ontario waame: centre of 
= Wider Gicl UL DUT LOn sy Le mDCOpabLy Laie bec tem o0s Lt ion 
16 GOO tudeer ene Va lLuewOn uiege. CONLereRCesmaioan’ an 
17 ROMinleuravory in a) Jumsdicuilonsine whoicnyunere Le very 
(ie Lecte public, TinancimeWwOntario, ad arcentre of | 
19 CiaGueouuULOn sre ce vesciar steady. .filow ‘of enquiries 
Pi from other Administrators, ' asa result of topics 
dlecussed. at uthese, Conrerences...2 Uniformity of 
ss policies have resulted, as aE seddvanoteds In the 
He Opinion of the Ontario Commission, tess Conferences 
23 have been a definite factor in the trend towards 
24 uniform Securities Legislation. It. was een ie 
25 announced in the press that British Columbia was about 
26 to adopt the Ontario Act. . There are indications that 
Be ODNeT CPuoOv ince ssave colnking «in. terme ols new 
: Legialation; ornatuleast. what type of. Legislation 
s would. be enacted if confronted with a serious problem. 
29 


Overall, any discussions by people of average 
30 


Bee intelligence and even temperament, with similar 
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Objectives, should create better conditions in any 
line of vendeavour, This .hasecersainly: been 
accomplished,.as a,result,of the meetings held»oby 
Provincial Securities Administrators for the past 
eleven: years. 

Lastly, Ontario has steadfastly refused 
tO. grant. registration, to,part..time, salesmen, -and. so 
has avoided a situation which is admittedly a serious 
Problem, inathe -United States. 

THE CHAIRMAN: Tharkyou. 

| COMMISSIONER LEMANs Mr, Lennox, as I 
understandelt; the bagissofktcontrol over ipros pectuses 
HOU Teer oL securities. in’-Ontarlo if a. concéepse sol 
all> diselosure soten' ies 

MR sbENNOX patBhat vis \yeorreat. 

COMMISSIONER LEMAN: The full. disclosure 
te nos, det inedeinathe Act, naa wht? 

Mn, LENNOG@s Nos bub wit has vtoscbe:metated 
to the. requirements in the Act -- the questions are 
prescribed by Sections 38, 39 and 40 as to what 
facts should -be -disclosed.as:to mining issues, 
industrial issues and investment issues. 

COMMISSIONER LEMAN: If we look at 
Sections 33, 39 and 40, and taking :39; for instance, 
£-be lieve -Lt.applies .t.0 industrial companies,,,-doeentt 
Lu? 

MR. LENNOX; That ig correct. 

COMMISSIONER LEMAN: Would the Commission 
consider that there has been full disclosure provided 
aLil«-the, various 35 items are covered by answers in 
the prospectus?« Phere is x for rimstancesi ‘paragraph 


3 that.talks about the general nature, of the businegs 
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actually transacted or to be transacted by the 
company; in other words, there doesn't seem to 

be very mda required in the way of description 

of the’ -enverpr ise itself, «its positionin tthe 
Competitive market, or a real“description of the 
company. *“When%a pros pectus..is depos ited ido.vyou 
Criuic izée /Loetron that: polnt-of oviews;vorido you 
jue MEneCi to vVsee olf the \S5Nitems .Navereot answers 
th the’ preapec tus 7 

MR. “GENNOXS*) Tetnink. Mey pDugezanyiuthe 
Registrar, should answer that. because ne ls’ the 
personVdivrect ly and, tmmediately res ponatblevfor 
dealing with that. 

| COMMISSIONER LEMAN: Do you criticize the 
Droepeceusvirom whe point<d Vlewofs. wsattcacwedbs 
dvawn-up -proe@pesc tus, ors’ dovyour just .check! toheee 
if the 35 items have been answered? 

MR. DUGGAN: The answer to your question 
is that Loe ieeud tes posstole tforealiu35oquest lons 
tO be answered. in: a-prospectus),and yet thatiprospectus 
Goes’ nov makes tne Tuliysplain. and truer diselosure 
WALENS*LSasse6 t OUTSEN the seer Le icave- atechevrends 
specifically Clause 35 -- that must be signed by 
each of therdivectorse of she°company asaat. the 
date ors The wproegpectus,and-alsorasinilarocertificate 
Siened by the underwriter, if any. 

YOuUrwiid not ’cemMin: Clawset 83.5 pné- of “the 
So; theres isway clausevi- refer toras the basket 
elause which requires disclosure’ of any other material 
facts not disclosed in’ the foregoing. 

To answer) youre pecif ie” ques tions: you 


referred to Clause 3.-= the general nature of the 
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business actually transacted or to be transacted: 
ThateaAg i usualdystudlycdiactosede bynuthes.corporation 
officers or the underwriters, but the Commission is 
possibly more interestedgintthe use thatpuhneefunds 
aressoingeiko bewput.toy,.Wenhave seenadarge 
corporations raising $10 million or $15 million in 
which they have state@ it will be used "for general 
corporate purposes", I think it ig a good illustration 
Ofayour point »if Lutelleyou that the Commission do 
never accept the bare "general corporate purposes", 

We agkathem.to.expandsyto enlarge, --;not just eo 

that the Commission knows the answer, but so that 

the Ach A of..the, public, the investor, who has 

this prospectus placed in hig hands can understand 

from this splain.and shullrdiselosure sweat. the corporate 


venture ismtonbenawe do inet jusy thick offiethe 


35 questions and say that they have answered them | 
and thereforeit® vismpacsed:): absolute lymot: 
COMMISSIONER LEMAN: Do you go over the 


prospectus completely, and do you have one person 


who does this, or do you have specialists who will 
go.0ver the financ leah ss tatements) part: of) sthe ‘prospectus, 
and: someone else iwill go over different: areas? 

MR. DUGGAN: The answer to that is that 
onere are, epeclalistes io this way: ..The progpectus 
LarenviLewe darby oneychiediiraud tory aschaxte xed 
accountant, or his assistant, a general public 
accountant.,: ands They motmoniy. check: thes accuracy 
OPyvoher i nanc lade ateatement sibur theynmeadi it he 
nros pec Luss fromthe, viewpointeofedt he,dnfonmation 
they glean through the analysis of the financial 


statements. While that is taking place another person, | 
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BEvaLLy myselt,, with lecaiy training, =<. us am 
approach ing the prospectus on the full and: plain 
disclosure, iand we get together: and: compare notes 
and unt tiepothi st he. audiiin sect:-Lonandwthe: registry 
are! satisfied, that prospectus is: not, accepted. 
DO Vi eho. TOG GsICaee (Of JUSeiOnel manipassiingjothis 
pres pectus: Voliyethe rev arevany contentious; points 
they are referred informally to ithe Commission 
chairman}; usuallyroy enyse It: 


COMMISSIONER “LEMAN: As I understand it, 


LMerpenerae culde cinvene 2B ws SsoOptarsassprospectuses 


ererconcemmedais (thatya+ prose pectusshouid contain 
allitne tinfbormation: that a prudent. investor should 
vec pet ore Neminvesvein We Meecosnage  thariass1nos 

a particulartysoprecisedconceptiveither.--- 

MR. DUGGAN: Unless they have. a definition 
of "a prudent investor", 

COMMISSIONER LEMAN: But is that normally 
your game approach -- would you think that is a guide 
in so far as itjucaimn guide tanyone? 
| MR eDUGGAIN:: Galen si ione) of ithe: guides sthav 
would be useéd.,.and: that ve: why enmphagimg Ws»:placed 
on the word "plain" as well as "full and true", 

COMMISSIONER LEMAN: Turning to another 
field of your jurisdictioni—-— and by -the way. .in the 
very first paragraph ofthe summary of your brief 
you state that the records covering investigations, 
disciplinary iactLontand Invosecu@Llona vete.., sane 
exténs ive. lbuti ware motepertiinent .to the inquiry. of 
banking and finance: Would you be prepared to 
say, "except as an indication of the scope of the 


problem", perhaps? 
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MR. LENNOX: Yes, but we felt we were 
rather restricted in the length of our brief -- we 
were instructed to limit it to 1200 words, However, 
Mr. Duggan has with him here our annual reports 
phathieive fil wtihat detaim, andi itewill show. our 
prosecutions under the Criminal Code and the Act 
as well have been extremely heavy and extensive in 
phe wacuiihtem yeare. dnvolwing: dnternational operations, 
Wercould? Tide, copies? Of) these reports’ thax have. been 
tabled Ln. the cegieiacure, cial t wowld be tore any: 
BSSsisiance. sit. probably, givesoa bet tero pictures of 
our actual day-to-day working conditions than the 
iber Vit seers 

COMMISS TONER EE MANO Wel ls where asia great 
deal of discussion about the wisdom of having a 
Federal Commiggion etc.;: I don't know what the 
Chairman would suggest, but perhaps instead of filing 
2) Copies tin may peamse tu lant yout lem, thet secrevary 
of the Commission have this. 

THE CHAIRMAN: Well, these are copies of 
starements that, have: been tabled’ with the Legislature? 

MR. LENNOX: Yes, as an annual report, 

eine *CHAIRMANss [8 <Lupringed? 

MR LENNOX: “I believe they: are. 

THE ECHATRHMAN: \Wellscateany rate, you 
COouUJG, LeteUSshavewa dozen CODLes,s “1h that rile convenient.? 

Mit. LENNOX -- Yes: 

COMMISSIONER LEMAN: Turning to the industry 
asveuch in Ontario sy .u0w apouc therveslatration 
procedures for brokers, dealers, salesmen etc. : What 
sort of information do you require. from them before 


they ave: licenced? 
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MR. LENNOX: The forme they have to flil 
Out: are published» iniithesz Act’, which.are very extensive 
forms, and I believe the Ontario forms have been 
GCODLCa =by most Ol she DrovVinces > and hen an 
applicant for registration as a member.) Ls questioned 
by Mr. Knox=Leat,. the Assistant Regiatvar, (and 
SVOLTCANnCSaLoriretielrattonroas salecnen. are: quest toned 
oy Tye MeCurvie...wio Neandies “salesmen, registradt tons 
Witotrarcnveryrcxcens Lveq vy Ull tiere: ls sanydoupt 
about lt, the. appwicatlonss comeaberorermemand I 
refuse. many applications, not -on. thes ground. d» have 
Mma20G) Up my ind) the person ls. not suitable, sbuc. cL 
Paine we Nene rs (iesony auesuL_on! the Yes ponsiiplitry. 
proutanres: with the CoOmmise ion as 2a wnole and 
HOLMwWwLth a. cineie  Commlestoner. andi nave, curned 
WOwoeeoplicatlons and .tnen sate withyvone (rut 
COMMice Ol anu, au tOeTenU OL, Une mealies ta ver Deen 
inatavour ofegvaating- the applicationy o Duy dsvnot 
arieappesls: etieiseanreviewsabr inging? thernt hingwout 
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COMMISSIONER LEMAN: Legally there.is 
no: appeal from Commission decisions. 

MR. LENNOX: Oh, yes.. There is appeal 
to the Justices of Appeal of the Supreme Court 
of Ontantey Chief Justice Porter would probably 
be hearing some of those if he was not engaged 
on this work now. 

THE CHAIRMAN: Haven't had one yet. 

COMMISSIONER LEMAN: Inthe matter of 
iicensing ; 

MR. LENNOX: Yes, under section 29 
any wefusal ofthe) right,, to:trade in securities 
can go right through to the Supreme Court. 

COMMISSIONER LEMAN: You refer in your 


brief a few times to the relationship of your 


Commission to other commissions, and especially 


to the commissions down in the United States. 


VYouw-cive: quelkkttle (bit gor history yiinot, complete. 


Has there: ever been consideration of a requirement 


that any Canadian resident before trying to push 
securities, say, in the United States market, 
woild have to file something with you here? 

MRei CGENN OG) cOmprdesinite lyse You 
speak about the relationships with the Federal 
Securities Commission of the United States. I 
have just returned on Friday from a meeting down 
there. I have been a member of the liaison 
committee there for years, and I might say that 
my reception was very favourable this year, much 


improved from former years in many ways. 
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We will not permit a person not registered 
with cur’ Commission to trade in the United States, 
because he is trading from Ontario and he would be 
trading without registration. 

The issues that. have been the cause of 
complaint in the United States are issues that 
are being fully qualified with our Commission and 
being offered by people registered with our 
Commission, particularly broker-dealers engaged 
mostly in the promotional field. 

But any offering in the United States, 
any OLecoinge  eromtOntarioy {within Ontarcti of of ious 
side Oabheioy is illegal unless the person is 
duly registered and the issue he is offering 
is duly qualified. 

COMMISSIONER LEMAN: Have the United 
States authorities in cases tried to get you to 
Sebo cs aus nere in Canada under some infraction 
in thelr. territory? 

MR... LENNOX:*": Not in cases, but when 
the offering is perfectiy legal in Ontario - I 
mean Secticntss.obathe Actudshalmostman eas eh 
to trade outside Ontario because it says: 

"No person shall call at any residence 

or telephone from within Ontario to 

any residence thin, ob outside of 

Ontario. 

Well, if they had» not referred to "outside Ontario" 
in that particular plete? or lesislation,.some of 


our broker-dealers would have argued there is no 
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mention of telephoning outside Ontario so it is 
perfectly legal. So the section had to be framed 
in that manner. 

COMMISSIONER LEMAN: That is not exactly 
what I meant to ask you, Mr. Lennox. What I meant 
was this.:, The United States authorities in order 
TO DEcbeat their public, have they at times re- 
quested Wes to prosecute people nereoinAoOntvario 
beceuscumotwiniwactw@onshin chelrnverritory? 

UE. DDENNOs Gbecanniotgweccaddiarcase 
where they have actually requested us to do tnst. 
Of (COursanciey arejiretupolexcrcise thelrariencs 
under the. amendment. .to the Extraditicn Treaty if 
their first attempt failed, but since that amend- 
ment to the Extradition Treaty, which was supposed 
to work from north to south, we have been success- 
ful-in making it work for the-first time from 
the; south’ to the north. 

COMMISSIONER LEMAN: Conversely, have 
you tried to use them to protect the Ontario 
public from operators in the States? 

MRist LENNOX: o Ladonnotathtinkatheresis 
anything specific, but there is very close 
co-operation inethal wWayierrorvinstances one 
dealer andspromotera that got, intosdifificultysin 
Ontario, moved down to Nassau, opened up a sort 
of branch down in Nassau and from Nassau was making 
offerings in the United States. I think the United 
States postal authorities will mark mail addressed 


toe tbhabedistvibutor SnoNassausaso “fraudulent 'ssand 
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just the way that they operated against Canadians 
in Ontario issues. 

There has been a very major change in 
the whole picture since 1960 in Ontario and the 
rest of Canada. Inthink it. was brought to a head 
by the promotions in New Brunswick,St. Stephen's 
Lead, and this operation by a man named Gregory. 
Quebec drove Gregory out of their province. The 
situation was so bad that the United States 
B0o0peed bhis policy .of markine mall addressed ito 
these offenders, offenders against their laws, 
as 'fraudulent" and returning. it to the sender. 
So therefore all money orders, postal orders and 
GhequeSs Il alilen Lo resach Dne distur putor,. “This 
went on for some time and it was applied to 
Ontario also, and that is when the broker-dealers 
with a certain amount of urging from Toronto 
Stock Exchange, issued a directive to its members 
that.as of..c6th March 1961 their Aes were 


MOG, GO MaKe an “OL. ering outside .OrwOntarlo Wniess 


they had fully complied with the laws of the juris- 


Giction in which the offering was being made. 

So that the whole pattern has changed, 
and we .are.no longer bothered with transients 
MOVINeAlroOle Ur Sal chon FCO uUrtsoiculon ... We 
state effectively control the situation, but the 


United States postal authorities, working with the 


Securities and Exchange Commission, has taken that 


step, and.now our brokers and dealers are doing 


CUisime best. to. ouUSs Lit veour*Ontarlioviining ssuesoin 
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the United States. 

COMMISSIONER LEMAN: Mr. Lennox, I under- 
stand this, but we are talking mostly about 
preventive measures here. This business of 
marking the mail "fraudulent" and returning it 
to sender, etcetera, are measures to protect the 
public hefore the damage is done, so to speak. 
What about prosecutions after the fact? How do 
VoUuMOpeCaue WLU) | orelonnjUPrLSdictions) in. tials 
field? You have mentioned the name there, a 
Mr. Gregory, and you say the Province of Quebec 
was able to chase him out of Quebec. 

MR. LENNOX: To New Brunswick. 

COMMISSIONER LEMAN: All right, but 
could they not have even chased him to jail in- 
stead? 

MR. LENNOX: Well, yes, Quebec did not 
let it drop there. They. pursued the matter and 
they brought Gregory to trial eventually, and 
Then I. think. he moved ‘on to Switzerland or some 
other Buropean Spot. 

COMMISSIONER LEMAN: Now, I would just 
like to ask you one more question. Ycur: brief 


in effect suggests, rather recommends against a 


federal institution, and one of the points you make 


is that it is premature. What basically are your 


objections?’ Do you think it would do harm or what 
is it then? 
MR. LENNOX: Well, when I joined the 


Civil Service aboucwss vears aco; my tivst work 


_ sd 
det! 
SA 


ae WT a au 


ae es beageegly, 


huis td waotdotbalrut cease 
§ ‘avetd 3 smeq odd berotdasm ovea gay eee” " 


nl 


sade io Sear ard YBa YOY brie erohetd aN 


,opdsnuQ 20 tuo min seané ad oids Sew > 


: 
) ““oiwanstd Wow ot SXOUMEI ~, SIM 
aw | 
bit  defigte TILA :WAMGI AMMOTee DOOD 
. cnt Pial 52 nite Beasts neve ovsd Jom vary pies 
| “§beeds 
| 2a b26 b9de0u9 ,eey ,[Law »XOUMaL FM 
| | let | 
. Ste Tartan onv hensive vant stead gor ft tel 3 : 
- . : 
: re | Se i c Bey + + ‘) Sete PY ral and i Or: - 
DNS < QLLeug yavea LBs Lu Qo VIO AG Ts tor JID nas Ve bs ; 
| | | 
amos 16 baeltesviwe oF no Savin od AATAS 1. asta, | OS 7 
. | Ty. oh heea iis | 
. jogs mssdotue r6nto : 
{ | : 
| seut' btuow 1 WOM <MAMGLT ARMOTSETIGWS ba 
A i res ; 
. “ated auoY '.aéiiesip stom emo VOT Aes of ett 
« ganisaa ebastimocsy toftat .etsonaue tostte al a : 
[ J 
} ; ; } j my. 
. eva voy etatod’ sis to sno Ons no isucisent Tetehst . d 
—— ‘ | ; : 
. “uy ets Utkolesd Sail, cmgamasd pt yt Say ee : 
( 


jatw 16 fied ob Bidow 92 wath Boy 9G capes me 


aba ae 


raw faut ‘or gi 


Nethercut & Young eaten 


» Toronto, Ontario 
was in the Bankruptcy Court. Then bankruptcy came 
under a federal tribunal, administrative tribunal, 
and just the other day I saw in the press the 
very damaging article to the effect that the 
federal tribunal did not seem’to cure the 
difficulties encountered in the administration of 
the bankruptcy laws. 

In another way I am thinking of the 
taxpayer. They have a federal commission in the 
United States I suppose, with 200 million people. 
We have got less than 18 million people. The 
trend eseems..to,be.of duplication «#’: Ibetbhink that 
our troubles in the securities field are largely 
LOCaikss 

For instance, if you take Prince Edward 
Island I have never heard of even a suggeestion of 
fraud in the last 14 years stemming from this 
province, and I am willing to be convinced that 
it really accomplished something. I mean, I am 
not personally interested in it one way or the 
other, because I have only got about 18 months to 
exon 

COMMISSIONER LEMAN: But sometimes, you 
know, there is a question of semantics. People 
express themselves rather loosely and say: "Is 
peers a need forrarS.E.C. unaCanada??'s, Loamt mot 
Suggesting that Canada should copy the S.E.C. word 
for word, that is not the suggestion. I am just 
talking ep the principde, as such of a federal 


commission rather than ten provincial ones. 
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Terente, Ontario 

MR. LENNOX: Well, I am trying to see the 
advantages of it. There have been great strides 
made, I don't care what anybody else says, because 
after all Ontario and Quebec are big distributive 
centers and we work very closely together and 
understand each other and our problems, and the 
Rec a ee ws Canada in the last ten years or more 
has: been very substdntial.. I think as you travel 
east you will find that out. 

I am sorry, Alberta, they have got an 
excellent commissioner out there but, I am sorry, 
I don't think he was hurt. I think he would 
endorse everything that Ontario says about the 
co-operation and uniformity of policies. 

| COMMISSIONER LEMAN: You certainly 
the 
were thinking ee Does it. necessarily 
follow that overall a federal commission would 
cost more than ten provincial ones? 

MR GENNOX24 Wel, that. bs my react ion. 
Possibly I am not qualified in. that field. 

COMMISSIONER ‘LEMAN: We L154 Phere qst il. 
are more areas of uniformity that are not 
absolutely perfect, but would you say that the 
regional differences, the facts that one province 
has..a lob. .of soll .and-in another province it is the 
Bee arecn anotherprovince Pee ana se etcetera, 
that that makes it desirable to have different 
commissions? Is that one point? 

MR. LENNOX: No, my general idea is that 


it is more or less a local problem. Newfoundland, 
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Terente, Ontario 
for instance, has not’any problem, although their 
Samii s bravor has religiously attended provincial 
conferences to know what problems he might meet. 
On the other hard =yourcan Teardly compare the 
volume of financing and the number of persons 
registered to trade in Ontario with the situation 
Such as in Nova Scotia. 

Chink Chat Nova SCouLa is “on the’ e@lert, 
very much on the alert, that if they were confronted 
with an invasion such as New Brunswick experienced, 
Ghats they would very promptly prepare themselves 
to meet the situation. 

COMMISSIONER BROWN: There is a complete 
exchange of names of malefactors between all the 
COMM es -ons 2 =Do vou’ send -oub a circular, that 
somebody 1 dtu here, to all the other 
commissions? 

MR. LENNOX: We undertook at the con- 
ference in New Brunswick in 1958, I think it was, 
that any disciplinary action that was taken by 
the Commission, the information would be relayed 
bortne’ other jurisdictions. 

Now, Ontario, of course, publishes a 
bulletin, and the disciplinary action that we take 
is published in that bulletin. 

Alberta has religiously lived up to the 
undertaking or understanding. Mr. Duggan reminds 
me he Apeeen a letter from Alberta this morning 
With ‘reference to this action. t 


COMMISSIONER LEMAN: I:>had an experience 
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Terente, Ontario 
1 once. I had to complain about someone - with due 
2) deference to the Commissioner at the other end 
3 of the table - who was operating from Nova Scotia, 
4. and the only way I could feel I could try to get 
5 more inf ormation and have the authorities take 
6 interest in this person, was by going to the 
7 Quebec Securities Commission. All I got as an 
8 answer after two or three weeks, Was that they 
9 could not do anything, that this fellow was in 
10 NoVea-ocotia and) they nad just. sent a copyof my 
11 letter to the Nova Scotia authorities. I never 
12 heard anything more about it. Yet I knew for a 
13 fact from intimate knowledge that this fellow 
14 was doing a fraudulent solicitation not only in 
15 Quebec but also in the; U.S. 
16 MR. DUGGAN: You mentioned "some time 
17 ago". Would it be proper to ask you approximately 
18 how long ago? 
19 COMMISSIONER LEMAN: I would say three 
20 years ago, I think. You may have heard of this 


case but I do not claim any particular experience 

agg: aes L161. loam JUsb asking “it vyourteel that 
this matter of borders between provinces is com- 
vietely solved or do you think there is a.great deal 
of improvement that should still come about? 

MR. LENNOX: Mr. Duggan has just pointed 
out that Quebec warned the Maritimes extensively 
about Gregory, their experience with Gregory, and 
as far as New Brunswick are concerned they had an 


administrator there who had practically no staff. 
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Terente, Ontaric Hae ee 
1 I don't know if he had any staff except a steno- 
e, grapher. Besides that he had other duties. He 
3 was the, Public Utilities Commissioner and every- 
4 thing else.. It was an impossible situation. 
5 There is always a human element in it. 
6 I.mean, there are administrators and administrators, 
7 and I think that would apply equally whether they 
8 were employed by the Dominion eovernment or pro- 
9 vincial government. 
i0 
il 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 


t 
= 
- 
} 
\ 
4 
oe i 


Sona) 50 dromerre yon, . tau oe wt 


at) MOVIL lee the 
if + ‘ 
5th 
{ ‘ , 
i. iy i od » 
4, , i) es 
A Ay ae 
; *% 2 v 
' ¥ : f " 7 
Mie, tA ey ae oa wield 
7 ‘ 
i * ” { A nUe Oe aie ge 
a 1 . ‘a f phe i mk - 
i : 
I if 
i a "i 
' 
Oars en 
+ ' 
BA ‘ 
+ « 
r 
j 
i 
4 
f 
i 
i 
hi 
! 
j b 
- . 
j 
is 
¥ j 4 ‘ 
. Abe» 
j 
j 
La ; 
4 Md s i y 
“ ¥ J) i 
ie 
j 
7” 
oc Aah ig 
‘heey ds 
lee 
4 * > 
- 
‘ a : 
© ;s et. 
7 i] 
'- 7 ‘ Cw if 
’ J TH mr 4 
‘ 


a 


aus 
a 


i ui iy bes Als oi ¢ rd 
woh AE th ‘f Uae ‘ae bi 
; tae / ci wa 


™“E 
v, 


Ov 


oo 


rm Nethercut &é Young 


~ JBie - 
Torente, Ontario 


I rather gathered that you feel that 
while there are some disadvantages to primary 
distribution dealing with the stock exchange that 
this probably overweighs the disadvantages of 
having it done outside the stock exchange. 

MR. LENNOX: .I think that points up 
the local situation. “I would be very glad indeed 
if the Toronto Stock Exchange was purely a 
secondary market, just a market between people 
who want to sell and people who want to buy. But 
when new legislation was introduced in Ontario, 


that 1s, going back to 1945 - and I believe 


there were some regulations before that - Ontario 


was faced with a very serious situation and I 
think they chose the lesser of two evils, either 
to throw this distribution to the wolves -- 

COMMISSIONER BROWN: Or leave it with 
the wolverines? 

MR. LENNOX: Yes. It was an exception- 
ally bad situation because people in the United 
States were talking in terms of fraudulent Canadian 
issues and yet the ringleaders in many cases that 
were teaching our boys, the bad ones were from 
the United States. They drifted out of the United 
States when the United States passed their Federal 
securities Act in 19355. 

During the war years and after the war 
years I came into the Commission in the summe™ of 
1948 ard there were a lot of these New Yor citizens 
in Ontario who had absolutely ignored the provisions 
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of our Act and section 14 that they must establish 
a residence in Ontario and the excuse was that 
they could not get accommodation because of the 
shortage of accommodation following the war. 

We have rid ourselves of most of these 
characters. That was just one aspect of the 
situation that developed in Ontario. It was 
the lesser of two evils. I hope that some: day 
the problem may be solved but I just wonder 
whether we are ready for the solution. It is 
absolutely all right in the case of industrial 
companies. 

COMMISSIONER BROWN: You do not think 
you would have more control over the underwriters! 
profit if he were able to distribute only on the 
basis of a prospectus at a maximum price? 

MR, LENNOX: That is one of the biggest. 
complaints stemming from the United States, that’ 
there is no market for these unlisted issues. 

COMMISSIONER BROWN: I am talking about 
primary distribution of unlisted mining stocks. 

MR. LENNOX: But across the border they 
do not seem to distinguish between the offering 
price and the market price. A dealer who offers 
stock at 30 cents in the United States, they 
think that is the market.and the salesman over 
the long distance telephone - which is one of the 
worst instruments of trade I know of - will create 
Pree reaeeeka for all/ is worth, that this offering 


price he is stating is actually the market price. 
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1) COMMISSIONER BROWN: How about diseri- 
2} bution in Canada? 
| 
3| MR, LENNOX:.Well,. in Canada, or Ontario 
| at least, I think the speculator is much more 
° 
5 | sophisticated than our friends across the border. 
6| COMMISSIONER BROWN: Well, again what 
7 would be the disadvantage of insisting on the 
8) stock exchange acting only as a secondary market 
9 and that all primary distribution be done off the 
10 mearkel. under yourscontrol? .I bring this up be-- 
11 cause there have been suggestions elsewhere that 
i2| this is a bad thing, primary distribution through 
re the stock exchange. 


MR... LENNOX: «Oh, IT am Tully aware of 
Chae BUG. Ghink-under system: conditions that a 


change might now-be more, prejudicial. to the 


investing public. 

COMMISSIONER BROWN: I was more in- 
terested in your analysis of what those disad- 
vantages might be. 

MR. LENNOX: Mentioning the exchange, 
it.is rather seeare that so much criticism comes 
up now because in the last three or four years 
the exchange has done far more than in any other 
perioa of its history to improve conditions. 

For instance, I was reading in the press, the 
Gtobe and Mail, this morning about Mr. Cameron 
“om Saumders and Cameron and speculating and 
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1| the information you can get. For instance, the 
2 | Exchange in recent years have insisted on a 
3| filing statement when there is any material 
| change and any speculator or investor can £0 to 
i his broker and see that filing statement and 
6 then have very up-to-date information. They 
7 won't do that in every case but they are so prone 
8) to listen to street gossip but they can get far 
9. more information about a listed stock now than 
0) they ever did before. 
11 COMMISSIONER BROWN: Well, Z do not 
i 
12| want to fog this but I still want to get your 
13] analysis of the disadvantages of having this 
14 primary distribution done other than through 
| 
| the Stock Exchange? 
16. MR. “LENNOX: “Well, for one thing, if 
| 
17) the move was made, I would like it to be made at 
18 a time where the promotional houses had improved 
19 their ethics and standards of trading. We have 
20 made vast steps in that direction. At one time 
21 there were cle broker-dealers registered in 


Ontario and now there are roughly. 81 members of 
Broker-Dealers Association. That all goes to 
better trading and it is the survival of the 
fittest and in that situation are people that 

have sustomers, people to trade with and they 

are not selling just fee to a list taken 

out of the telephone book or sold as a sucker list 
in the United States. 


COMMISSIONER LEMAN: Well, what are the 
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involves in primary distribution? Would there be 
some merit in putting them on a special lst 
during the period of distribution or that sort of 
Vhing? 

MR. LENNOX: That is why I mentioned 
the filing statement. An investor or speculator 
who dealS. with a broker of his own. choice 
can look at the eine statement and right away 
know whether there is primary distribution, as to 
whether there is an underwriting option and all 
that sort. of thing. 

It is like anything else; if he wants 
to play golf he gets somebody to instruct him to 
play golf. When he goes to the broker why doesn't 
he ask the broker to show him the information 
that is available for him? 

THE CHAIRMAN: Thank you very much, Mr: 
Lennox. 

MR. LENNOX: Thank you, sir. 

THE CHAIRMAN: The hearings of the 
Commission in Toronto have now been concluded. We 
will adjourn the meeting of the Commission until 
May 10th at 9:15 in the morning in Montreal. 


--- Adjournment. 
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The Canadian Small and Independent Business Federation is confident 
that small business will continue to play its major role in the 
orderly development of the Canadian economy in the years ahead,. but 
feels there will be an impelling need to facilitate the flow of funds 
to small business at reasonable rates, as it continues to grow. Some 
continuing trends in the financidl area and in the capital market 

the Federation regards as not coriducive to the well-~paced development 
of secondary industry. Based as it is on individual initiative and 
largely on investment by individuals, small business views with 
concern the trend towards the institutionalization of saving. This 
arises from the growing practice of directing personal savings - 
Limited as they are by high income tax rates ~ to Financial i neeltus 
tions through the purchase of insurance policies, investment 
certificates, pension fund rights and the like. Though a growing 
number of financial institutions are helping in the development 


and stability of small business, many still are limited either by 


‘government restriction, or by the conservativism that has allowed 


much of Canada's economic expansion to be financed with foreign 


‘capital. A drain on the funds available from individuals also 


occurs, and is growing, from the immense increase in consumer credit 


buying during the past few years, 


PROPOSALS ; 


Over the years, the plaint of small business has been the lack of 
availability of equity capital. A recurring reply has been that 

if the market is worth exploring, private enterprise is resourceful 
enough to search it out. The Federation contends this is not pers 
the case. The immense variety of smal] business necessitates 
individual study, and enhances the lack of knowledge of the investor 
concerning the particular opportunity for investment, as well as 


reinforcing the conservative attitude of dealing only with the known, 


Nevertheless, there is a growing number of private development banks 
or companies, which are profiting from assistance to small business... 
The Industrial Development Bank, which at one time barely earned 
interest while paying no income tax, has doubled its lending with 


an accompanying increase in cost of only approximately 30 per cent, 
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9| and a resultant increase in profit. The Federation feels that the 
functions of the private and government enterprises could be 
: combined and operate at a profit. Therefore: 
4 1. The Federation proposes that the Industrial Development Bank 
5 be empowered to match funds of small business investment 
6 companies to provide equity and risk capital for the maintenance 
7 of existing small business firms and the establishment of new 
| industry. 
8 
The IDB could work in similar manner with business credit unions, 
9 such as that operated by the Canadian Small and Independent 
10 Business Federation. The Federation contends that risk capital is 
11 still available in this country, and that as the speculative 
12 opportunities in mining decrease, the opportunities will grow in 
ventures of this nature. 
5 The main source of equity funds for small business has been the 
ia individual, the entrepreneur himself. But the main source of 
15 credit has been the commercial bank. The extent of this credit 
16 cannot be measured or detailed however, as banks are not required 
17 to publish their portfolios and details of the extent of credit 
to various sectors of the economy are only available in periodic 
: estimates by the Bank of Canada. This lack of information has 
3 been termed "incredible" by several Canadian economists. 
20 
2. The Tederation proposes that banks be required to give a 
- brea: town on their portfolios, and in addition to this public 
22 information, provide details privately to government. 
23 The Federation feels that as financial institutions of such importance 
24 to the country, and in such public trust, the banks would be better 
95 able to demonstrate that profit alone is not the main consideration 
in carrying out their important function. 
26 It is suggested that the availability of bank credit, important as 
wis it is to small business, is limited at present by the ceiling on 
28 interest rates. The banks, naturally, tend to make the safest 


29 possible loans. 
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3, The Federation proposes that the ceiling on bank loan charges 
: be eliminated or greatly increased. 
a Given more leeway, the Federation feels that the rate on loans would 
4 be more responsive to the wide field of demand and to the availability 
5 of money. 
6 Similar facility could be afforded other financial institutions such 
y as insurance companies. Subsequently: 
8 4, The Federation proposes that the Commission seek means by iol 
9 more flexible rates of interest be paid on institutional deposits 
with a widening in scope of areas where they may invest. 
" Small corporations and unincorporated companies have seldom been able 
11 


to acquire funds through bond issues. Even firms whose gross receipts 


12) are $500,000 or more annually are not large enough to get money by 


12 public market issue through the banks or at a reasonable rate from 

14 other institutions. And the costs of such issues are prohibitive. 
Unincorporated companies do not have the alternative of stock issues, 

f while for small corporations, there is no chance to take advantage 

6 of the tax benefits of bond issues. Interest on such debts is 

17 deductible for income tax purposes, while payment of dividends are 

18 not regarded in the same manner and can not be deducted as an expense. 

19 With taxes at 50 per cent, a company needs to earn only $1 before 

. taxes to pay interest of $1 on bonds, while it must earn $2 before 


taxes te s°y a dividend of $1 on shares it has issued. Therefore: 


5. The federation suggests that a means be sought by which small 


business may tap the bond market. 


An immense increase in consumer credit purchasing has taken place 
in the last few years, largely through credit financing by the 
chartered banks, It is suggested that the large increase in such 
financing is due to the apparent inefficacy of high interest rates 
to discourage such consumer financing; and the apparent intention 
of the chartered banks to compete, partly through ceilings in other 
sectors, with private financial organizations for this consumer 


market. The Federation suggests: 
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si ; 6. That the Bank of Canada be empowered and instructed to control 
ee form of consumer spending both through chartered banks and 
‘ other financial institutions; and that 
3 7. Interest rates be published as a deterrent to consumer financing 
4 of capital goods. 
5 The Governor of the Bank of Canada has from time to time commented 
P on the willingness of some financial institutions to comply with 
the wishes of the central bank in such matters. Many subsidiaries 
: of United States financial organizations - such as loan companies ~ 
8 are able to operate in Canada laregely through the book-listing of 
9 assets in the United States. Therefore: 
_ 8. The Federation proposes that to make finance companies which 
11 | are Sabeidi cries of foreign firms more Canadian in their out- 
12 look, and more responsive to conditions peculiarly Canadian: That 
13 foreign corporations be required to have much larger cash holdings 
in Canad than at present. 
14 
In similar vein: 
15 
16 9... The Federation proposes that trade unions be encouraged to 
keep their funds in Canada by taxing funds sent abroad, unless 
- the money is sent specifically as strike assistance. 
18 Re-investment of profit continues to be the main source of equity 
19 capital to small business, and in this complex field of taxation: 
20 
10. The Federation recommends that a Royal Commission on Taxation 
21 be suggested by the Commission, and that it be suggested such 
22 a commission explore other avenues of revenue from business as used 
23 in other countries, with the emphasis on retention of a fair portion 
a of income for investment purposes, and a tax applying more to 
volume turnover of the like. 
fe In this connection, a second look might be taken at the depreciation 
26 allowed large mining companies during their formative years - 
27 companies which now are well established anino longer need inducements 
28 to compete successfully on world markets. 
29 A-number of the members of the Canadian Small and Independent Business 


Federation are in direct competition with the subsidiaries of foreign 


countries. In the case of United States subsidiaries, these firms 
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1 
; often have the backing of a successful and generally larger company 
in the U.S. In addition, these firms are able to operate at a loss 
. with the loss deductible in the United States for income tax pur-~ 
a poses. The American treasury is willing in fact, to subsidize 
5 these firms up to 52 per cent of the income of the parent company. 
6 This amount is deductible as a loss. The Federation suggests: 
7 ll. That steps be studied to overcome the advantages enjoyed by 
8 foreign subsidiaries over their Canadian rivals. Along similar 
9 lines: 
10 12. The Federation suggests that the commission consider a follow 
11 up to the Royal Commission on Publications, imposing inducements 
1 to have all television commercials for exhibit in Canada made in 
Canada. 
13 
The Federation feels that there are a number of businesses in the 
14 advertising and promotion fields in Canada which suffer from un- 
15 necessary competition from foreign subsidiaries, where the latter 
16 provides no benefit to the Canadian economy DOE available from 
7 Canadian firms at equal cost. 


18|| 18. THE FEDERATION PROPOSES THAT: 


a} FINANCIAL INSTITUTIONS SUCH AS TRUST COMPANIES, INSURANCE 


19 
COMPANIES, MUTUAL FUNDS, AND THE LIKE, BE REQUIRED, EITHER 
20 
BY GOVERNMENT DIRECTIVE OR BY GOVERNMENT PRESSURE, TO HAVE 10 PER 
21 


CENT OF THEIR PORTFOLIO INVESTED IN BUSINESS WITH A NET WORTH OF 


22) LESS THAN A MILLION DOLLARS. 


23 b) THE FEDERATION PROPOSES THAT A TEAM OF CONSULTANTS AND MANAGE- 


MENT EXPERTS WORK WITH THE SMALL BUSINESSES WITH WHICH THE 


24 

25 INVESTMENT COMPANIES HAVE PLACED SUCH LOANS OR INVESTMENTS, TO 
ENSURE THE SECURITY OF THESE FUNDS THROUGH THEIR SUCCESSFUL USE 

26 


BY SMALL BUSINESS, THE FEDERATION FEELS THAT THIS COMBINATION OF 
27 READY FUNDS AND EXPERT ADVICE WOULD FILL THE SMALL BUSINESSMAN'S 


28 TWO MOST PRESSING NEEDS: FUNDS FOR LONG TERM OR EQUITY FINANCING 


29 AND MANAGERIAL ASSISTANCE, 


30. 
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MOREOVER, AND AS AN ADDITIONAL BENEFIT, THE FEDERATION FEELS MOST 
STRONGLY THAT THIS MOVE ALONE COULD WIPE OUT CANADA'S UNEMPLOYMENT 
PROBLEM THROUGH A SUBSTANTIAL INCREASE IN THE NUMBER OF PEOPLE 


EMPLOYED BY THIS COUNTRY'S PROFESSIONAL AND INDEPENDENT BUSINESSMEN, 
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SUMMARY 

The growth of business is closely related to the avail- 
ability of capital, be it internally generated or externally procured. 
It. is the view of this submission that the development of growing, 
smaller businesses in Canada may be handicapped by a deficiency in the 
capital market to provide long term debt and equity capital to small 
business in sufficient quantity and at reasonable terms. 

In analyzing the present sources of capital and in trying 
to assess the needs of small business for such capital, one must always 
fall back on assumptions or use data compiled in other countries as 
there is a serious void in statistical sources covering small business 
activities and knowledge of the relationships of various segments of 
the capital market towards small business. It is virtually impossible 
under these circumstances to state intelligently the needs of small 
business and suggests how, in the light of clearly discernible needs, 
changes can be brought about in the capital market to meet the needs. 
The first and utmost requirement then amounts to a plea for more infor- 
mation and analysis of this problem so that whatever remedial action 
is required can be taken intelligently. 

If one assumes that there is a void in the capital market 
insofar as long term debt and equity capital availability for small 
business is concerned, then the experience of other countries dealing 
with the sc: problem should be studied. The most pertinent experi- 
ment in smail business finance has occurred in the United States 
recently with the introduction of legislation which created a large 
number of Small Business Investment Companies. Canada should be able 
to learn and gain from this experiment insofar as both the benefits 
and shortcomings of this legislation are now becoming apparent. 

In helping small business, it is the stated objective of 
this submission to insure that growing successful businesses and prom- 


ising, serious new enterprises have access to long term capital. [It 
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3|| is not the intention to seek financial help which by its very nature 


would tend to subsidize all small ventures and insure the survival of 


4 

marginal or uncompetitive businesses. .It is more important now than 
5 

ever before to make sure that Canadian industry and commerce be com- 
6 


petitive at all size levels. In order to encourage the sound, growing 
7|| small or new enterprise, sufficient capital should be available on 
8|| reasonable terms. A two-prong approach is suggested: 


1) In order to increase internal cash generation, the 


9 

lower rate of corporate income tax which is now applicable on the first 
10 

$35,000 could be applied on a larger amount, say $50,000. In view of 
11 


the recent changes in the Income Tax Act with respect to associated 
12 companies which eliminate certain past abuses, and which presuppose 
13|| closer scrutiny of this avenue of tax avoidance, this change would 
increase internal sources of capital without creating an undesirable 
tax shelter. 

2) In order to increase external sources of capital for 
small business, legislation should be considered which would bring 
17 about the formation of a new class of investment company devoted to 
18 || investments in small business. Such an investment company, operating 
19 under charter of a federal authority, would have the right to borrow 
from a new crown corporation, which would loan funds up to a pre- 
scribed r-**9 of the investment company's paid-in capital and surplus. 
Secondly, ch an investment company, in view of certain risks it 
would be bound to take, should have the rights to apply any capital 
losses against any taxable income over a specified period of ites 

It is also recommended that the new crown corporation 
would assume direction of all government activities in the small 
business field and would logically be responsible to the Department 
of Trade and Commerce. The crown corporation should, therefore, 
take responsibility towards not only the proposed investment comp- 


anies, but also the Industrial Development Bank. As this bank is a 
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promotor of industrial activity rather than a tool of monetary 
policy, such a realignment seems appropriate. The new crown corp- 
oration should also be active in non-financial avai tank to small 
business; namely it should assume an educational and informational 
role, stimulating greater awareness in small business management of 
the breadth of skills required by management in to-day's highly 


competitive industrial environment. 


a 
vtev 03! yd dod ih sna ws pa 


(78 tenon to flood & ned xedaex ydivisos Iata3 
we ya" 3 L Ve WINAV hee €i-® € Ce y' Aves ai oa 


é fi eyes hit 
=qi09 swOD wen oe. _.sdebsqoxqas amase tnemngiiss7 & ae axoul og 
vas x + RaeBeThe TL ASYINS lang’ 
on, tam 2 of sonstetess, Astonsati-non, at avitos od oale biueda debate dai | I 
al Ad a2 em oof Seehad Ta 
Sel _Innolasero2at bas tanoi3qoubs ms smuees biuode ab eiomen jeeonkeud 
Sa avers roo. 
Ro jnomezanee eeonteud {Lame Bs aeons tewe xoi0o%g gatiatumise ogy 
70° LAE 
vidghi a'ysb-o3 ol jnemogsasm yd vat 9 ds el Lie to dabsaad oid 
, Pip ste = aT 4 3e sm ie a .7 1 Cah eo ae O61 6F Organs" 
.Ansnnoxtvas Iadeseubat sviskisqmoo 
( 4 


wat wal ae re asi 


eae 


‘> 


63 alas 


. nie 
jiauaia oid woke 
a. 


Nethercut & Young 
Torente, Gntaric All 3 5 


This brief being concerned with the limited sources 
of long term debt and equity financing for small business in 
Canada will analyze present sources of such capital and consider 
potential remedies to overcome the apparent deficiencies. 

In the first instance what is meant by small business? 
Small business was defined a year ago by the Small Businesses Loans 
Act as business with gross revenue less than $250,000. This con- 
cept of smallness is a confining one. An American definition of 
small business is provided by the Small Business Administration 
for the purposes of Small Business Investment Companies and con- 
sists of three qualifications: 1) Assets under $5,000,000., 
2) Average after tax income of less than $250,000 for last two 
years, and 3) Net worth under $2,500,000. This definition allows 
for broader scope than the Canadian definition. 


l. 
This brief's quantitative definition of small business 


is aimed well above the Small Businesses Loans Act's definition, 

and somewhat below the U.S. Small Business Administration defin- 
ition. In considering small business qualitatively, particularly 

at the secondary manufacturing level, it is not the purpose of this 
brief to concern itself with and recommend support for stagnating 
small business or uncompetitive small business. It is rather hoped 
that established, smaller businesses which are growing rapidly, 
businesses which, using Rostow's stages of economic growth analysis, 


are pascing through the "take-off" stage, are not hampered in their 


growth by lack of long term debt or equity capital; and secondly 
that soundly conceived new ventures, with good prospects of success 
and growth, can be lavnched with sufficient long term capital. 

The dynauics of an economy stem not only from large 
scale capital investment programs such as have been witnessed re- 
cently in Canada in the development of the St. Lawrence Seaway and 


Power Project or the natural gas distribution industry, but also 


1. For the purpose of this brief two areas are not being considered: 
i) unincorporated enterprises and ii) small businesses in the 
form of agricultural enterprise. 
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from the aggregate effect of small businesses growing. It is 
important to the well being of the economy that small growing 
businesses are not hampered by a lack of long term capital, and 
that sound new business opportunities find adequate sources of 
long term capital. 

Canada's capital market offers certain sources of 
long term debt and equity capital to small businesses. Little, 
if any, statistical data is available on any of the sources out-~- 
lined below: 

Present sources of long term debt and equity capital 

Sources of long term debt and equity financing for 
small business may be classified as follows: 

(1) Individuals. Officers and directors, as individuals, 
are a dominant source of equity and debt capital for small businéss. 
Small business, in its formative stage is largely the enterpreneurial 
endeavour of one or a limited number of individuals, who through 
their pooling of savings, supply the original capital for the ven- 
ture. At the same time such a group may solicit savings of other 
individuals known to them. This vital source of venture capital is 
probably diminishing in importance as progressive income taxation 
and estate taxation tend to discourage the accumulation of personal 
wealth. No statistics are available on the role individuals play | 
as a source of Icng term capital to new and small business and it is 
unlik iy that this varied source of capital could be studied and 
documented. 

(2) Trade Suppliers. Trade suppliers are frequently a 
source of short and intermediate credit particularly in the distri- 
bution and merchandising field. Though no statistical evidence is 
available, it may be assumed that long term credit or equity funds 
are not normally available through this channel. 


(3) Commercial banks. Commercial banks are the basic source 
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of short and intermediate credit. Their function of providing 
working capital accommodation is supplemented to a degree by term 
loans. Canadian banks are not, in the normal course of their bus- 
iness, a source of equity funds. The Canadian banking system issues 
no data on loans by size of customer, term of loan, or underlying 
conditions. 

(4) Finance or acceptance companies. Finance or acceptance 
companies are a source of intermediate credit, and are used quite 
heavily in certain businesses for the financing of inventories and 
indirectly as a sales aid through financing customer purchases. 
Finance companies are not normally a source of long term credit or 
equity capital. 

(5) Institutions as a source of mortgage funds. Small bus- 
iness relies rather more heavily than large business upon long term 
credit available via mortgages against real estate. This is illus~ 
trated by studies in Taxation Statistics referred to later. Mortgag 
companies and insurance companies would, therefore, via mortgages 
against real property, be a source of long term capital to small 
business. No statistical evidence is available from these institu- 
tions on loans to small business. 

(6) Leasing of properties and equipment as a source of funds. 
The leasing of buildings is a relatively common procedure for small 
and ™ ‘'1m sized business which does not wish or cannot raise capi- 
tal f: the purchase and construction of buildings. The development 
of property companies and “industrial parks" has probably facilitate 
this form of financing and has lowered its cost. A long term. lease 
is, therefore, a fairly common source of long term credit for small 
business. 

The leasing of equipment is a more recent development, 
which is presently being accelerated by the entrance of well estab- 


lished acceptance companies into equipment leasing. Equipment leasin 
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normally is written over a period of 3-8 years and therefore 
would be generally equivalent to intermediate credit. No statis- 
tics are available on property or equipment leasing as a source of 
long term debt to small business. 

(7) Factoring as a source of capital. As with equipment 
leasing, this is a relatively new source of funds in Canada and 
inasmuch as factoring steadily carries the receivables of a business, 
this source of financing can be considered to be short to inter- 
mediate in term. In the United States several factoring companies 
have built up sizeable businesses on the basis of performing not 
only a financial service by factoring receivables but also by acting 
as consultants and advisors to their clients in screening customers 
for credit worthiness, etc. The nature of factoring is such that 
this should not be considered a source of long term debt financing. 

(8) Yodisee tet Development Bank. The Industrial Development 
Bank was founded in 1944 as an adjunct to the Bank of Canada to 
promote “high and rising levels of employment" and make loans when 
"credit or other financial resources would not otherwise be avail- 
able on reasonable terms."" The powers of the Bank have been broad- 
ened periodically, the most recent expansion being in the Budget 
delivered in 1961. As opposed to the other sources of capital out- 
lined previously, the activities of the Industrial Development Bank 
are vw ‘ocumented. Loans at the end of the last fiscal year, 
September 30, 1961, were about $154,000,000, spread over 2,768 in- 
dividual loans. Though no details are given on the average term 
of these loans, the normal practice of the Industrial Development 
Bank is to grant intermediate term loans, the average maturity being 
in the order of 3-5 years. The growth of the Industrial Development 
Bank is a confirmation of the important and needed services which it 


provides to the Canadian economy. 
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Industrial Development Bank loans and commitments outstanding 


and number of customers (as of September 30th) 


Amount (millions) No. of customers 


1955 $ 52.3 693 


1956 76.9 820 
1957 88.3 1,022 
1958 104.3 1,322 
1959 109.3 1,609 
1960 120.0 | 1,967 . 
1961 154.2 2,768 


Source: Industrial Development Bank, Annual Reports 


The average size of loan, during the last three years, 

has been maintained somewhat in excess of $50,000, and though loans 
‘2 not classified publicly by size of customer, it may be assumed 

that loans are made nearly exclusively to a size of business which 
conforms to this brief's definition. 7 

The Industrial Development Bank maintains offices through- 
ade the country and makes its services available near and far from 
the nation's financial centers. Loans, however, are heavily concen- 


trated in Ontario and Quebec. 


Industrial Development Bank. Geographical loan approval distribution 


1960 1961 

($000) 7, ($000) % 
Maritime Provinces 2,772 7.1  §,665 | 7.9 
Quebec 9,398 24.4 16,914 23.8 
Ontario 12,388 32.2 25,007 35.1 
Manitoba 1,895 4.9 5,433 7.6 
Saskatchewan 1,493 3.9 3,133 4.4 
Alberta 3,465 9.0 5,990 8.4 
B.C. 7,057 18.3 8,907 12.5 
Yukon & N.W. Territories 108 0.2 147 0.2 
Total 38 , 576 71,196 


Source: Industrial Development Bank, Annual Report 1961 


In the first quarter of the Bank's present fiscal year, 


loans have expanded again and customers exceed 3,000 for the first 
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1. Bank of Canada, Statistical Summary, January 1962. 
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The present operating procedure of the Industrial Devel- 
opment Bank is such that neither long term debt capital or equity 
capital is normally provided. In view of its operating history as 
a mortgage bank, bearing in mind the nature of collateral required 
for loans, and in view of the policy of a uniform interest rate, the 
Industrial Development Bank would probably be best limited to its 
present function as a mortgage bank, leaving the more speculative 
and difficult to appraise equity financing and ‘unsecured' long term 
borrowing to private enterprise. 

(9) Provincial development programs. Several provinces, in- 
cluding Newfoundland, New Brunswick, Manitoba and Saskatchewan have 
made financial aid available to new industries established within 
their boundaries, often by guaranteeing the debt of such businesses. 
As such, long term debt was made available to new businesses on a 
relatively favourable basis. In some instances the businesses so 
helped were of a size classification beyond this brief's definition. 
Though this could become an area of some importance, to date Provine 
cial development programs have not been a major source of debt cap- 
ital in Canada. 

(10) Private regional development companies. Western Develop- 
ment and Power Limited, a wholly owned subsidiary of the B. C. Power 
Corporetfon, was for a time an active financial organization sponsore 
by the then privately owned electric utility. Western Development 
financed several new businesses adopting a Flexible procedure which 
took into account all types of debt and equity financing. In a less 
institutfonalized manner other utilities such as International 
Utilities in Alberta have made capital available to businesses within 
their service area, this capital largely being in the form of equity. 

More recently Gatineau Power Company announced that a 
subsidiary, Gelco Enterprises Ltd., would utilize funds provided by 


compensation received for Gatineau's New Brunswick system to operate 
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1 
2 as an investment and development company assisting enterprises in 
3 Western Quebec served by Gatineau. The cumulative effect of these 
various investment companies or divisions is hard to measure but 
; clearly these development companies are making some long term cap- 
5 ital available to small businesses within their area. 


6|| 22. (11) Venture capital companies. There are few venture 


7 capital companies, as such, in Canada. Large holding companies 

3 like Argus Corp. Ltd. and Power Corp. of Canada Ltd. have on occasio 
made capital available to small business. Certain mining groups 

i have ventured into smaller businesses, outside of mining. A number 

10 of companies exist which to a degree make capital available to small 

fr | business: Canadian Corporate Management, Charterhouse of Canada, 

12 Triarch Corp. and United North Atlantic Securities Ltd., among others. 

13 It is hard to judge the impact of these operations, but it is smalle 
in scope than the activities of U.S. venture capital companies, such 

“tf as: American Research and Development Corp., Payson & Trask, 

15 Rockefeller Bros., J. H. Whitney & Co., Transoceanic-A.0.F.C., etc., 

16 the first of which is now a public company with shares listed on the 

17 New York Stock Exchange. 

18 23. (12) Investment dealers. Outside of speculative mining and 
oil issues, Canadian investment dealers seem to shun issues with a 

gross value of less than $1,000,000.00. Though in the last year there 

- have been more smaller industrial issues brought to market, this act 

21 ivity has been performed often by the more speculative element of 

22 the dealer fraternity. The cost of marketing these issues has been 

93 high; commissions in the order of 10% and often options on stock 
added on; beyond this the company has further costs in the preparation 

ie of the prospectus, with its legal and accounting fees. In total 

= these costs often appear sufficiently high so as to preclude this 

26 as a reasonable avenue to additional funds. In total, this source 

27 of debt or equity financing is not at present significant as far as 

28 small business is concerned. 
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Before summarizing what could be called external 
sources of long term debt and equity capital, internal sources 
of capital generation should receive mention. The cash gener- 
ation power of business and in particular retained earnings, which 
are in effect additions to equity capital, are an all important 
source of capital to established and profitable business and have 
the advantage to management of being 'new' funds which flow into 
the company without the test of the market place, and without any 
diluting effect upon existing shareholders. Small business re- 
ceives some measure of encouragement in this area due to the lower 
rate of tax paid on the first $35,000 of taxable income. As the 
definition of Associated Companies has been tightened recently, 
and should be tightened further, it would seem reasonable to con- 


sider a higher amount than $35,000 at the lower rate of taxation. 


‘Internal sources of capital generation are, of course, not avail- 


able to newly established business; im fact the reverse is true. 
New business ventures invariably have cash operating losses at the 
outset and require sufficient capital to overcome the period of 
cash logs. 

In summary, the external sources of long term debt and 
equity capital to new and growing small business appear limited to: 

a) Individuals 

b) Institutions via mortgages against real property 

c) Leasing of properties and equipment 

d) Provincial development programs 

e) Private regional development companies 

£f) Venture capital companies 

g) Investment dealers 

Of these b) and c) represent only debt sources where- 
as the others might be either or both sources of debt and equity 


capital. These sources, though in total non-measurable, provide 
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some supply of risk capital. It would be intriguing to know 

how many capital short, small business managements in Canada 

are familiar with such sources and have made a concerted effort 
to learn on what terms long term capital might be available. The 


U.S. experience on this count has been documented and is: "Among 


‘small businesses, reported dissatisfaction with long-term financ- 


ing experience, for both equity capital and credit, reflected 
primarily lack of effort to get funds, because respondents assumed 
their efforts would not meet with success. For example, four- 
fifths of the small companies needing equity capital made no effort 
to get it. In contrast, more than half of the medium-size and about 
all of the large companies needing funds did make a financing 
eticrt.! Two things appear to be required: 

1) Larger regional sources of debt and equity capital through 
regional or provincial development companies or one or more national 


investment institutions, partially or wholly oriented towards the 


long term capital needs of small business, *" and 


2) Education of small business management in the use and the de- 
rived benefits of such sources of capital. Neither of these objecte- 
ives has any validity until the financial needs of small business 


can be clearly defined. 


1. ‘“Smaii Business Financing: Corporate Manufacturers", 
Fede: .) Reserve Bulletin, January 1961, p. 13. 


2. The ceed for an institution is well outlined by A.D.H. Kaplan: 
"The greatest need is for an institution to which small busi- 
ness can bring its case for capital. There is no opportunity 
for small business to outline its plans for growth, indicate 
the type of capital it requires and secure advice on consid- 
eration of its plans. Small business could think in this 
manner if there were a point in so doing. As long as small 
business gets its capital in a haphazard way it will think 
in this manner." 


Federal Reserve System, Financing Small Business. Report 
to the Committee on Banking and Currency, 1958, p. 123. 
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3 26. Long term debt and equity capital requirements of small business 


There is no way presently to measure the demand for 


? long term debt and equity capital save the collective experience 
5 of investment officers and investors who deal in the small business 
6 area. The best picture available of the financial condition of 
7 Canadian small business by which its needs for capital might be 
8 approximated is provided by Taxation Statteri¢a and reveals 
that generally speaking small business is fairly liquid, not partic- 
‘ ularly profitable, and seemingly not under-capitalized. 
10 27. Exhibits 1-3 show composite balance sheets of small 
11 business, as derived from a sample of 1959 corporate returns. These 
12 tables tend to support the importance of certain sources of capital 
13 previously outlined. Advances from shareholders assume a particular 
importance with companies whose assets are less than $250,000 
ne (Exhibit 1). Mortgage debt is an important source of long term 
aS capital to companies with assets in a range of $250,000 - $1,000,000 
16 (Exhibit 2), whereas shareholder loans are relatively less important. 
17 ||28. In each of the three composite balance sheets shown, 
18 corporate liquidity is nddeneten the relhitonehi foe debt to equity 
‘“ quite fevourable and dividends are being paid. On the basis of these 
figures why should one be concerned with small business capital needs? 
sh The answer turns back to the qualitative definition of small business|, 
21 as made in this brief. It is the growing business which needs ad- 
22 equate and reasonable sources of capital to maintain its development. 
23 The sample of companies used covers by necessity, companies in every 
oA stage of their economic growth. It is reasonable to assume that the 
growing company in a dynamic stage of development is always the ex- 
- ception rather than the rule in small business, as it is in big 
26 business. In a composite picture its problems would not stand out, 
vi | being surrounded in all likelihood by static, mature businesses 
28 s=rinsecplhe atest omnia ageism nish aniston kaceoarerpernrar SE neat 


1. Department of National Revenue, 1961 Taxation Statistics, 
29 Ottawa, 1961. 
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1 
y. 
3 which are frequently characterized by a build up of liquid assets 
4 and therefore not in demand for new capital. 
29. Secondly these figures naturally cannot indicate the 
5 
financial needs of new business, the second area of small business, 
6 as definied in this brief. Statistics on new business incorporations 
7 are available for manufacturing and indicate certain basic trends. 
8 The two tables shown below indicate that most new manufacturing ven 
9 tures are small in terms of employees hired and are started by 
Canadians. 
10 
| New manufacturing establishments started 1950-60 
11 by employment size group 
| No. of companies 
12 | | 
Under 5 employees 10,235 | 
13|| 5 - 14 employees 4,100 
15 - 24 employees 1,053 
25 - 49 employees 822 
14 50 - 99 employees 310 
100 and over 207 
15 16,727 
16 New manufacturing establishments started 1950-60 
by country of origin 
17 Canada 15,793 
U.S.A. 757 
18 U.K. 106 
Other 71 
19 16,727 
Source: New manufacturing establishments in Canada, June 1961 
20 Dominion Bureau of Statistics. 
= 30. The rate at which new manufacturing businesses have 
22 been established accelerated in early 50's to a peak in 1955-6. 
23 With the exception of 1959, which saw a record number of new 
94 businesses established, the trend now appears downward, 
New manufacturing establishments started 
25 
1950 1035 
26 1951 1303 
1952 1426 
1953 1321 
27 1954 1374 
1955 1914 
28 1956 1734 
1957 1405 
99 1958 1679 
| 1959 2291 
30 1960 1245 
Source: New Manufacturing establishments in Canada, June 196) 


Dominion Bureau of Statistics. 
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The three largest industrial groupings among new 
businesses were: 1) wood industries, 2) food and beverage in- 
dustries, and 3) metal fabricating. Among new business of foreign 
origin metal fabricating, chemical products and electrical products 
predominated. Though data is not available, it is reasonable to 
presume that new businesses of foreign origin would start on a 
larger scale than domestically started business. In the case of 
branch plants, these are often established only after a domestic 
market has been established through imports. It is further less 
likely that a foreign new business, particularly a branch plant, 
would require capital. The capital requirements one may assume 
would come from domestically originated new, small business ventures. 

In discussing the demand for -long term capital by amall 
business, two areas have been emphasized: namely growing business 
and new business. A third area exists which, though not a dynamic 
force in the economy, nevertheless presents a specific need; this 
is the capital required by small private businesses which are faced 
with either a succession duty or a change in ownership problem. 

This is yet another area of small business capital needs which is 
generally undocumented and requires careful appraisal. 

At various times experts have commented on the demand 
for capital by small business in Canada; two recent expert opinions 
are: "If small business in Canada is being regularly deprived of 
capital funds simply because of some anomaly of the capital market, 
it is not hs eae eats A bolder statement is made by 
W. F. Lougheed in his study of secondary manufacturing industries 
in Canada. “Long term risk capital to-day, even in Canada, is 
sufficiently plentiful to permit the establishment of new industries 
if the prospects are attractive for the rewards of risk. There are, 
in short, entrepreneurs with sufficient funds to suffer a few lean 


years in exchange for the prospects of many lush ones.''2" 


Lougheed 


i. Wm. C. Hood, Financing of economic activity in Canada, 1958, p.29). 


2. W. F. Lougheed, Secondary Manufacturing Industry in the Canadian 
Economy. Baxter Publishing Company, Toronto, 1961, p.131. 
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does not make a distinction between risk capital for small or 
large business, but the implication is that there is enough for 
everybody. These expert opinions appear diametrically opposite 
to prevalent U.S. analysis of the subject, and to the general 
tenor of this brief. 

Typical of an American expert opinion is Wendell B. 
Barnes, Administrator, Small Business Administration: "Equity 
capital and long-term loans for growth and development purposes 
have never been readily available to small business. Commercial 
phimtues intel short and intermediate term loans, but not venture 
capital and long term credit. Existing institutions which could 
provide venture capital are not able tc assist smaller firms, 
since the cost for public sale cf securities is disproportion- 
ately high to small business issuers." 

In early 1959, the Harvard Business Review sponsored 
a ae on small business Fioskeltiy. & The questionnaire used 
asked for an appraisal of sources of long term debt and equity 
capital for small business; almost two-thirds of all respondents 
were in wide agreement as to the need for additional sources, al- 
though smaller manufacturers, retailers and wholesalers and finan- 
cial institutions showed more concern about this than larger man- 
ufacturers. 

In early 1961, the Federal Reserve System published 
findings frou probsbiy the most exhaustive study made recently of 
external financing by business in various size categories. The 
table shown as Exhibit 4 clearly indicates that in the field of 
long term credit and equity capital, small business has needs 


which, relative to medium and large business, are not being met. 


1. Small Business Administration. Equity Capital and Small 
Business. Washington, 1960, p. 69. 


2. Clifford L. Fitzgerald, Jr. Small Business Financing. 
Harvard Business Review, March-April 1959. 
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2 | EXHIBIT 4 
3 Size of company and type of financing related to financing experience 
4 (percentage of all manufacturing corporations in each size group) 
5 Financing experience Small Medium Large 
6 Short-term credit 
’ Total in scope 100.0 100.0 100 .0 
8 Total response 81.8 83.9 94.5 
No need for funds 44.5 38%.7 45.3 
Needed funds 37.3 45.2 49.8 
9 Needs met satisfactorily 26.3 39.9 48.3 
Experience not satisfactory 11.0 D2 1.5 
10 No financing efforts made 4.3 12 0.5 
11 
Long-term credit 
12 
Total in scope 100.0 100.0 100.0 
13 Total response 81.7 84.0 94.5 
No need for funds 64.1 66.0 70.1 
14 Needed funds 17.6 18.0 24.4 
Needs met satisfactorily Joo 11.7 20.9 
15 Experience not satisfactory 11.7 6.4 3.5 
No financing efforts made 8.4 3.6 2.0 
16 
17 Equity capital 
18 Total in scope 100.0 100.0 100.0 
Total response 81.8 83.9 94.5 
19 No need for funds 68.2 69.9 52.7 
Needed funds 13.5 14,1 42.3 
20 Needs met satisfactorily 1.4 6.2 36.3 
Experience not satisfactory 12.2 7.9 6.0 
1 No financing efforts made 10.7 6.7 3.0 
22 
(Note: Details may not add to totals because of rounding.) 
23 
Source: Board of Governors of the Federal Reserve System. 
24 Federal Reserve Bulletin, January 1961, p.12. 
| 
25 
26 
27 
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In summary; "the extent to which financing needs were met satis-~- 
factorily varied substantially by type of financing needed. Al- 
most three-fourths of the small companies needing short term credit 
were able to obtain such funds in amounts and on terms they regarded 
as satisfactory. In the long term credit area, however, only one- 
third of the small companies needing funds obtained them on a satis- 
factory basis, and only one-tenth of those needing equity capital 
were satisfied." 

When one considers the U.S. experience and the rela- 
tively few sources of long term debt and equity capital available 
in Canada, it is reasonable to assume that there is a demand for 
venture capital in Canada which is not being met by the capital mar- 
ket. Obviously a great deal of research is required to pin point the 
nature of this demand. It is a difficult field to study for those 
about to be helped will be highly suspicious and probably highly 
uncooperative with anyone endeavouring to find out about their fin- 
ancial requirements. 

In the United States the Federal Reserve System, Small 
Business Administration and the Select Committee on Small Business, 
U. S. Congress have undertaken many studies in this field. In 
Canada no effort of a comparable magnitude has been made. More is 
needed here than expert opinions. Before serious thought can be 
given to remedial action to satisfy the assumed demand for capital 
by small business, that demand will have to be studied in detail. 
Present Government financial aids to small business 

The Government, recognizing in broad terms the financial 
problems of small business, has provided certain incentives and 
financial assistance to small business. Among the more important 
incentives is the lower rate of corporate tax on the first $35,000 
of taxable income. In the area of financial assistance, the Indust- 


rial Development Bank with its enlarged powers is performing an 
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important role in small business finance. More recently the 

Small Businesses Loans Act was established to make available 
through chartered banks, loans up to $25,000 with a maximum 

term of ten years, with the Government guaranteeing each bank 
against loss up to 10% of the loans made. From the inception 

of the small loan program on January 19, 1961 to the end of 
December 1961, 2,977 loans were made with a total value of 
$25,582, 269.41 and an average loan value of $8,593. When 
conceived in late 1960, it was hoped that small business, par- 
Beutarls in the distributive trades, could utilize quickly a 
major portion of the $300,000,000 which the Crown was prepared 

to guarantee to the chartered banks. The Small Businesses Loans 
Act has not seemingly lived up to expectation, which may indicate 
that at the time it was written too little was known of the demand 
for credit which the Act was endeavouring to meet. If this assump- 
tion is valid, it underlines the importance of research to ascer- 
tain the financial demands of small business before legislation 

is enacted to meet it. 

New business also received a modest stimulus in 1961 
through special capital cost allowances under the New Products 
Programme which allows for up to double normal depreciation in 
the first year on most equipment acquired for the production of 
new products in Canada or new products to surplus manpower areas. 
No figures are available yet on the use business has made of this 
provision of the Income Tax Act. Though it is a departure in 
the right direction, it is only a modest stimulus compared to 
what many countries in the world offer by way of tax incentives 
to newly established business. The New Products Programme, it 


should be noted, however, makes no concession to business by size. 


1. House of Commons, Official Report, February 26, 1962, p.1243. 


| 
| 
| 


Phe ike drew shop pclowen®® Mihity OF Janigs wre” sree ae 
2d3 yltaso03, s10M,, .sonentt esenteud Ileme oi efor 3asazoqmh, — 
aldaitave eiem of bedelidsses asw 3oA ensol eseesatevd Iiemd 
ovmixam 8 ditw 000,28% ot qu sasol .ednad berstzedo dgvoxds 
_aAnsd doss, grisetastsug, 2asmmsevod siz dgiw ,e1s9y.g93,t0 mis3_ 

_ toliqsont of3 mozt .ebsia enso! edi 2o ROL 03 qu eeol sentsgs, 
| fo bos odd of [021 , Of yssunsl, no metgozq osol ifsme od 30, 
to sufav {sjo? s d3iw ebem szow ansol V\Ve,$ foe! yodmss00 
net." .£62,8 Zo eulay avol sgazevs as bas 14,008, S82,282 

esaq ,seenteud Ifeme jedi begod esw 34,002! ote at bevisones. 
ep vitatup ex ti btu biuos iia evisudixztatb od? at yixsiuois, 
bexagetg ssw mwo1d of3 slokdw 000,000, 006% dt to, agbtz0q yotam 
enol asansniaud ifaw? edt ..a%osd besazisdo eft oF sasngtaug OF 


astsolbab yam dokew .olsetaogxe of qu bovii yignimese, jon aad SOA 


bnameb eft te mwonl sew oi 33ks 203 933 kaw asw ti emia odd 3s tarit 


-quuees. aids. tI .299m 03. gaizuovesbas ssw 3oA ada doldw iibeso 320t 


-%99868 o3 dowseest to sons J sogml aid sentixvebau Ji ,blisv of, ao0ls 
nolteietge! axyoted assnisud ifeme to sbuameb Sstonsut? adj ates 
-2f Jeem of balosas a 
Lael. at aulamisa gnebom & bavisoss cals asentaud well 
atovhborl wot ad2 zabnv ssonawolfs Jeoo Istiqas latosqe dguoada 
ak noltelosxqeb Iamion elduob o3 qu 102 awolle dotdw gms 3g03%_ 
to nokipuboerq sid tot bowlupos, Jnsmqiupe Jaom ap IMsy ge2it odd 
-889%8 iswoqmsm eulquve 03 sijoubo1g wan xO shen nit esouborq wan 
aids to sbem sed seantend sau edt no tay sidaliave a1 sesvats, ov 
nk sausiageb e ak 32 AquodT .39A xsT smooat a3. 30 noltatvorg 
o3 bataqmo> aulumije Jsekom a yino ak 3k ,moksoextb sdais ond 
savijnaont xs3 io yaw yd seiie bizow of2 ok esizinues yaam Jedw 


32 ,ammeigoxl atoubor?d weil off ..aeentaud bofaltidstes yiwen o3 


.ssie yd aseaiaud of motaessnoa on esdam ,aevawod ,betos od bilvoda 


L€Mi.g .SdGL aS yrsurdst ,Jzo0goH Ietotk30 ,enommod to savoll of 


Nethercut Young 
Terente, Ontario Al 154 


All categories of size are treated equally, the intention being 
to stimulate the ineeaductioti of new products; it seems that 
the depreciation advantages offered are actually more attractive 
to already established, larger business rather than to new, small 
business. 
Present government non-financial aids to small business 

The non-financial problems of small business are most 
lucidly shown. by data on business failures. In 1960, the follow- 
ing were the causes of business failures: 


Classification of causes of business failures in 
Canada, 1960. 
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Neglect 

Fraud 

Lack of experience in the line 
Lack of managerial experience 
Unbalanced experience 
Incompetence 

Disaster 

Reason unknown 


2 2 e 


WS et > = 
OowFfn wu oO Pp 
Wii @® © © ft Ui 


Age of 1960 Canadian failures 
(The year in which concerns that failed 
in 1960 started in business) 


% 

1960 4.5 
1959 18.6 
1958 16.7 
1957 9.3 
1956 8.1 
1955 7.8 

. 65.0 


Source: Research Division, Dun & Bradstreet of 


Canada Ltd., Toronto. 


On the basis of 1960 experience it would appear that 
65% of all failures occur in businesses established for five 
years or less. The reasons for failure appear basically manae 


gerial shortcomings. 
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1 
2 ; 
43. In 1961, the average current liability of a failing 
3 business was $57,182.00. The average varied by classes of in- 
4 dustry as follows: 
5 Manufacturing $118, 205 
Wholesale trade 51,800 
Retail trade 34,145 
6 | Construction 71,358 | 
er Commercial service 42,140 
f Canadian aver age $ 57,182 
8 Source: Research Division, Dun & Bradstreet of 
Canada Ltd., Toronto. 
i 44. Though failures by size of failing company is not 
a0 given, it may be presupposed from the above, that most companies 
11 would fall within the definition of small business used in this 
12 submission. 
13 45. The record of failures and their attribution to mana- 
14 gerial shortcomings highlight the non-financial needs of small 
business; in other words lack of capital is only one of a series 
" of problems facing small business. Frequently the uppermost pro- 
16 blem may be non-financial and may be a function of a lack of ad- 
17 ministrative or technical skill. Unless non-financial problems 
18 can be overcome, the introduction of more capital will do no more 
19 than postpone awareness of the more fundamental problem, whatever 
ie esy be. 
20 
46. | It seems clear that any source of long term debt and 
21 equity capital should be in a position to offer non-financial 
22 assistance if needed to small business in order to safeguard and 
23 improve its investment. Further it would seem appropriate that 
9A whatever arm of the government is concerned with small business 
provide management aids by way of literature, regional meetings, 
* sear on exports, advice of management techniques, tuition through 
26 universities and vocational schools, etc. Some assistance is 
27 being given in the export field, through the Department of Trade 
28 
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and Commerce and Trade Commissioners offices. Some publications, 
such as the small Business Manual, published by the Department 

of Trade and Commerce, have been made available through the Queen's 
Printer. A greater intensification of effort is required. It is 
understood that at present small business management requesting 
information from the Federal government frequently has to be re- 
ferred to U. 5. publications, as Canadian equivalent of the same 
are non-existent. 

As will be suggested later, a solution would appear 
to be to focus all government activities directed towards small 
business into one organization, which would make its services, 
both financial and non-financial, widely known and available to 
small business. The non-financial services would be essentially 
educational and informational and would be directed towards ime 
proving the quality of small business management; through such 
an effort the efficiency and competitiveness of small business 


could be improved. 


Political attitude towards small business 


The devotion with which small business is treated 
politically has its genesis in the myth that our economy is still 
based on the ideal of pure competition wherein a multitude of 
small business entities compete in the market place. The reverse 
of the same myth hounds big business as being predatory, using 
monopolistic pressures to harm all who deal with it. The emotion- 
alism of this issue, particularly in the U. S., has been brilliantly 
analyzed in Glover's, "The Attack on Big HoatHae ete As Glover 
points out, this is material out of which political platforms are 
formed. "Small and independent business is the backbone of 


American free enterprise. Upon its health depends the growth of 


1. J. D. Glover - The Attack on Big Business. Division of 
Research, Graduate School of Business Administration, 
Harvard University, 1954. 
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1 
2 the economic system whose competitive spirit has built this 
3 nation's industrial strength and provided its workers and con- 
4 sumers with an incomparably high standard of living.... We 
reaffirm our belief in the mecessity of rigorous enforcement 
, of the laws against trusts combinations and restraints of trade, 
‘ which laws are vital to the safeguarding of the public interest 
7 and of small competitive businesses against monopolies, etc." 
8 Extract from the 1952 Platform of the U. S. Democratic Party. 
9 49, Is big business really destroying smali business and 
the epportunity for entrepreneurial endeavour by the individual? 
" Ts doeetsinetss intercession required to save small business? 
- Studies on industrial concentration in the U. S. appear to in- 
12 dicate chat no violent changes are taking place. As might. be 
13 expected in certain industries the degree of concentration is 
14 high. an oligopolistic situation exists and small business par- 
5 ticipation is realistically precluded. In other industries the 
reverse is true. An analysis of industrial Rarennthation in the 
a uUmitedi States summarizes this as £pl lows: "1) The American 
17 economy is highly concentrated. 2) Concentration is highly 
18 uneven. 3) The extent of concentration shows no tendency to 
19 grow, and it may possibly be declining. Any tendency either way, 
20 if it does exist, must be at the pace of a glacial drift." ° 
50. The cry to "do something" for small business has al- 
4 ways had political appeal. The danger inherent in political 
Ze action, however, is that in do @ereck supposedly to benefit the 
23 largest possible number of citizens, lagiatation may be con- 
94 sidered which would tend to protect rather than to encourage, 
95 theredy fostering uncompetitive business at the total economy's 
{aevitab tarekpenset 
26 
27 1, "The Measurement of Industrial Concentration", 
as Dr. A. Adelman, Review of Economic Statistics, November, 1951. 
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1 
2 
3 5l. Besides the danger inherent in the political atti- 
4 tude to create protective rather than encouraging legislation, 
there is the present danger in Canada that small business legis- 
? lation would by necessity have to be based on insufficient 
6 knowledge of the problem which is being legislated. At this 
7 time, with our present knowledge of small business financial 
8 needs, legislation would take on an Alice in Wonderland complex- 
9 ion: "When the Queen of Hearts cried, ‘Sentence first - verdict 
afterwards' Alice said loudly, 'Stuff and nonsense - the idea 
2 of having the sentence first.'" 
1 52. Potential improvements in the supply of long term 
debt and equity capital for small business 
Lack of specific knowledge of the nature of demand 
a makes it difficult to propose how appropriate sources of capital 
14 might be created. Assuming, however, that what is broadly in- 
15 dicated in this report is indeed true, a shortage of long term 
16 debt and equity capital for small business exists in Canada and 
7 the capital market has not met the challenge of meeting the 
demand. ° Assuming that it is economically and socially desir- 
aa able to create a greater flow of savings into this sector, the 
19 experience of other countries in diverting savings towards small 
20 business should be studied. The most notable experiment, and one 
71 which is both geographically and chronologically closest to us, 
22 is the American legislation which brought about the formation 
of a multitude of Small Business Investment Companies within the 
7 last two years. 
24 53. Small Business Investment Companies were first de- 
25 fined by an Act of Congress in August, 1958, 7" the purpose of 
26 which was: "To make equity capital and long-term credit more 
27 
1. The reasons are documented in great detail in volume 1 of 
28 Financing Small Business, Report to the Select Committees 
on Small Business, April, 1958. 
29 


2. Public Law 85-699, 85th Congress, August 21, 1958. 
30 
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readily available for small business concerns, and for other 
purposes.'"' In summary, the Act provides for the following: 


A.) Minimal Small Business Investment Company 
(S.B.I.C.) under the Act: 


1) Minimum capital $150,000 paid in. 


2) Small Business Administration (S.B.A.) 
will match this by purchasing $150,000 
of debentures from S.B.I.C. 


3) In addition S.B.A. may lend S.B.I.C. an 
amount equal to 50% of its paid in 
capital, and surplus (including the 
$150,000 debentures). 


B.) To attract funds to S.B.I.C,'s the Act 
provides for certain tax benefits: 


1) Should a stockholder of a privately or 
publicly owned S.B.I.C. sell his shares 
at a loss, he may offset this loss against 
his ordinary income to the full extent 
of the loss, rather than as an offset 
against a comparable gain. This partic- 
ular tax feature is of relatively greater 
significance to individuals in higher 
income tax brackets. 


2) Realized gains on the sale of S.B.I1.C. 
shares are taxable at the usual capital 
gains rates, 


3) Should an §.B.1.C. incur a loss on one 
of its investments, it may offset this 
loss against ordinary income instead of 
against capital gain. 


4) Any S.B.1.C. may elect to be taxed as a 
regulated investment company under the 
Investment Company Act of 1940. If such 
an election is made there is no corporate 
income tax on the amounts distributed to 
shareholders as ordinary dividends provided 
that at least 90% of the S.B.1.C.'s gross 
income is derived from interest, dividends 
and capital gains, and is distributed to 
shareholders. (Certain other provisions not 
discussed). 


5) Dividends received by an S.B.I.C. upon 
stock of a domestic small business concern 
is non=-taxable (except in a year in which 
the S.B.I.C. elects and qualifies to be 
taxed as a regulated investment company). 
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These are important tax incentives within the framework 
of the U. S. tax structure and since an amendment in June, 1960 — 
when the investment powers of S.B.1.C.'s was broadened, funds 
have flowed quickly into a large number of newly incorporated 
$.B.1.C.'s. As of January 17, 1962, $269,064,094 had been in- 
vested in 40 S.B.1.C.'s through public offerings and $9,671,506 
had been invested in 28 S.B.1.C.'s through private offerings, sub- 
sequent to the accumulation of initial capital by such companies. 

Due to their newness, S.B.I.C.‘'s are not fully in- 
vested as yet and are not borrowing heavily from the S.B.A. Total 
investments made by S.B.I.C.'s through March 31, 1961 were 
$84,736,518, $45,069,706 or 53% of which was equity financing, 
the balance being term loans. Non-manufacturing industries 
accounted for 30% of the equity investment and 75% of the term 
loans. The heavy preponderance of term loans in the non-manufactur 
ing segment is due to loans in the construction and real estate 
industry. Manufacturing accounted for 70% of. the equity invest- 
ment, with large aggregate investments being made in the field 
of scientific equipment, metal products, electrical machinery and 
chemicals and allied products. The size classification of bus- 
iness most heavily invested in is business with 100-249 employees 
eiiaraee revenues in a range of $500,000 - $999,999, which is a 
size classification in which rapid growth is often experienced, 
and such growth naturally requires external capital. 

Statistics are also available on the profit and loss 
performances of 8.B.1,C.'s in three size categories: 1) licensed 
companies with capital and surplus of not more than $325,000, 

2) licensed companies with capital and surplus of $325,000 = 


$1,000,000, and 3) Ilicensed companies with capital and surplus 


1. Public Law 86-502, 86th Congress, June 4, 1960. 
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in excess of $1,000,000. Though Pievewsertened has, of necessity, 
been short, it is interesting to note that only the largest size 
category has shown a consistent profit. This suggests that in 
order to operate efficiently, substantial capital must be under 
administration so as to cover the overhead costs of salaries, 
office expense, professional fees, travel, etc. In fact only 
recently there have been some mergers among S.B.I.C.'s, seemingly 
motivated by the desire to consolidate more assets under one 
management. 

The fundamental advantage of the S.B.1I.C. program has 
been the establishment of an entirely new class of investment 
company, which combining private or corporate savings with gov- 
ernment support, has established a source of long term credit 
and equity funds for small business. This has been achieved by 
the U. S. government without substantial administrative costs to 
itself and without the imposition of government directives in the 
operation of S.B.1.C.'s. Though the companies are regulated, they 
are given broad scope within which to operate. Finally S.B.1.C.'s 
have diverted personal savings into small business financing, 
through the inducement of considerable tax incentives. 

Clearly in this U. S. experiment, Canada has the 
ideal circumstances for observation of how savings can be diverted 
toward small business investment. The continued experience of 
American $.B.1.C.'s and the legislation governing them should 
provide most valuable guides towards whatever legislation Canada 


may wish to undertake in this field. 
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RECOMMENDATIONS 

Assuming that after a comprehensive study of the 
financial needs of small business it is indicated that a void 
exists in the capital market insofar as availability of long 
term debt and equity capital to small business is concerned, 4 
mechanism should be evolved to meet the evident demand. 

It is recommended that the mechanism be provided 
through legislation which would create a new class of investment 
company devoted to small business investment. The basic charact- 
eristics of such investment companies are suggested as being: 


1) Minimum size; a size limitation is recommended 
so that assets are large enough to allow for: 


(a) diversification of risk and still maintain 
ability of making substantial individual 
investments (i.e. if a limit of 10% of 
total assets is placed upon any one invest- 
ment holding, and if investments up to 
$1,000,000 are to be considered, $10,000,000 
of total assets would be required), 


(b) management, which would be large and strong 
enough to analyze investment opportunities 
and follow through on investments already 
made. Management should be flexible enough 
to step in and help direct certain aspects 
of company operation if necd be. 


2) Management should take risks as it sees fit with- 
in the basic policy defined for such an invest- 
ment company.and be judged by the results 
generated. It is assumed that such an invest- 
ment company, though operating under specific 
legislation, would not be government controlled. 


3) Investment company should be started on the 
premise that results cannot be achieved in less 
than three to five years, and that results 
should be anticipated through capital apprecia- 
tion rather than income. 

In order to attract funds into such an investment 

company, certain inducements should be offered. It is felt that 
as far as possible these inducements should avoid tax concessions 


and unnecessary complexities. Two basic inducements are re- 


commended: 


mare eo —¢ 
a Tn le i’ , Uy a 


7 4 
wott <000, 000,19 2a ges2ue 2 
, 


—* 


j 


t: tt ‘22 gu | ey 
f A - 
rrre ‘ rie ; 7 ‘ ‘ . ; « ; 
a? Ban THI Bis YA er oP ee JtAY 42 } i? pxyo3a1 ‘anor a 
i 2 


ar iv. . 
r i ye Vo e2Ies 


at fe bude svienedszqmoo 8 sotia tsi gotmues 


i tania —— 


= 


: — . — 
Pgs 


| blow a todd bosnatbat sf 3) gsonteud tfeme Yo ebsom Lefomanit: 


| got Yo yttitdefievs os istosml sotzem Ietigas od3 mh eielze 

| ,bawtesno at gaonteud ITeee 09 Initqas vilups brs tdob txet 
| 
: om ¢ 


Te 5 Yocum — a aw evi? ¥isoces 
rat -basmeb iasbive eft $eo@ 02 beviove sd biveda matmadoon 


bebivoig sd seinsdoom sf3 3ed3 bebnsmmooas ek II Part ae 


Snsmgaevat to aealo won 8 828919 bluow doildw noltaleigel dguo3dd 


" 


| -3oezedo oieed off .tnemaovnt easntoud fama of bosoveb yasqnos so “ 
x's -gnted as bejesggue 918 esknsqmos jnemjasval dove to soksekts ; 
i bobnommonet 2k motistimil exile 6 josie mumiald (i 
4 1303 wolls o3 dgvome ogxs! 578 eiseas Jeds 08 er : 
. atatuism ift3e bas dely 2o solisottiaxsvib. (4). _ m7. - s° 
| isubtvibst ietiastedue aniem to yiilids Sb 
to SOL to timif s 2 .o,1) sidmonteavet 
| -taevat ono qos soqu beoniq ek Bases isto BE at 
| ot. ,02,48 sinemseounk 22 bre ,guibiod Joan : 
| 000,000,052 ,bstabtanos ed o3 ssa 000,000,182 
ae Tae ,(boxiupet od bivow ejoaan Isjo% te. meat 
gaoxta base ogael ad blyow doidw ,Imemegsaam {d) | ar 7 
aotilauszoqqo jnemjeeveal osyisms 03 dgvons ray 
. ybsevis etasmiseval so dguoud3 woifol bas, . | ' tt , 
| dguoms aldizelt od biuode jnomegsash . ober : dl 
aso2aqes nistze2 joerth gief. tne ak qoie.o3_.. . - 
al 


,ed bosa tt sokjaxsege yasques to 


| atitiw 34% a90a 32 es edals ods bluode Jnomegenslt (S 
. edsevat as dovs 10t bsalteb yoiiog oalead ed? ak 
ire gifuesx of3 yd begbut ed bas ynsqmos Insa 
-3e9voi os dowe tad? bamuess ef 31 .bsiaieneg 
abiroeqs isbay gnitateqo dguved] ,ynsqmos Jnsm 
-belloztaos Jnemateyog ad joa biuow ,sotzslaigel 


. _gf3 go beduste ad bivoda yoaquoo Joamseoval (f 
eael mi bovaldos od Joanso siivest tadd agimexy 
etfueer 3edat bas .axsey svti of semis aacdz 
-slosiggs [adigas dguozris beteqisisas ed biuode 
,omoonk asdd tedjax aol? 


= 


toomieevat np dous ojnk ebavi tosziie 03 xsbs0 at Ape: ) 
A ‘ 

A ‘ 

| 2eda 2f02 ek 31 -bozetio sd Siuore ginsugoubal alsadass .ynaqmo> 


— Vere 
ae aig aia ve : ae 


mn; 


= © 


i 


anokeessn0 x89 biovs biuode sinsmeaubnt seed1 sidieeog es asi as 
Men 


a 
L 
D 


g 
i 


—o- 


-9% 938 sinomeoubat olead ow! .eotzixelqmos yissesoeanu bas 


e 


: bebinemnos 


~ 2 a ees 
Be — 7 


rl 
tas 


S Nethercut é Young 


a 
A Terento, Ontarie A1163 
1 
2 1y Investment company be empowered to borrow funds 
3 from a new crown corporation, at a reasonable rate 
4 of interest related tc the Bank of Canada rediscount 
5 rate. Such borrowings would be made up to a pre- 
determined ratio of paid in capital and surplus of 
‘ the investment company and should be at least in the 
7 order of 50% of that amount. The risk of the borrow- 
8 || ing would remain with the investment company, which 
9 would supply security to the crown corporation by way 
10 of pledging its investment holdings. 
2) In order to give recognition to the risks assumed 
i by the investment company, it should be given the 
a8 privilege of writing off any capital losses against 
13 any taxable income, over a sufficiently long period 
14 so that this provision would be meaningful. A period 
1S of up to ten years is suggested. 
62. It is suggested that though a demand for such an 
_ investment company's services exist, the demand is not suffic- 
i iently broad to justify encouraging a large number of investment 
18 companies to be formed. It would be desirable to limit the 
19 number of investment companies to perhaps no more than five or 
20 six at the outset. With an average investing power of $10,000,000 
sel ittsiany this would be a fund of about $60,000,000, made up of 
a $40,000,000 paid in capital and $20,000,000 borrowings from the 
‘ crown corporation. 
23 63. It would further seem desirable that such investment 
24 companies should be formed by existing financial institutions. 
25 There are at present groupings of banks, trust companies, and 
of ineurance companies in the Canadian economy; these groupings, 
which presuppose a working relationship, could spawn the proposed 
he investment companies, and lower cost of operations by the sharing 
28 
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of certain facilities. American S.B.I.C. experience already _ 
indicates the feasibility of associating such investment comp- 
any operations with that of a commercial bank. 

It is recommended that a new crown corporation be 
formed so as to make loans available to the proposed investment 
companies. The functions of the new crown corporation, however, 
are suggested to be much broader; it should assume the direction 
of all government activities in the small business field. For 
instance, in order to insure the effectiveness of the proposed 
investment companies along side the existing Industrial Develop- 
ment Bank, it is suggested that the Industrial Development Bank 
become responsible to the new crown corporation and that its 
activities be limited to acting as a mortgage bank to small 
business. In this manner the Industrial Development Bank would 
complement rather than conflict with the role envisioned for the 
proposed investment companies. 

It is recommended that besides its financial func- 
tions, the new crown corporation would perform important educa- 
tional and informational functions in the small business field. 
As previously pointed out, small business failures stem more from 
managerial shortcomings than financial shortcomings. A great 
need exists to improve the managerial capacity and skill of small 
business. The type of service which it is recommended the new 
crown corporation should perform include the following: 

| 1) Stimulate education in business management. 

(a) Through the encouragement of educational 
programs at present institutions such as 
universities and vocational schools. 

(b) Regional meetings which would encourage 
smali business management to discuss their 


problems and learn from their collective 
experience. 
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1 

2 2) Stimulate small business management contact with 

3 government. 

4 (a) So that small business can get its share 
of government contracts, including defense 

P work. 

(b) So that small business can maximize its 

6 export trade potential. 

7 (c) So that small business can become fully 
aware of government research work, such as 
the work of the National Research Council, 

8 etc. 

1. 
9 3) Supply informational services, so that small 
10 business is aware of - 
‘ (a) New management techniques. 
1 
(b) New taxation and tariff policies which 
12 may effect it. 
13 (c) New business opportunities due to 
technological change. 
14 4) Supply data collecting services - so that small 
15 business may know more about itself and so that its interests 
16 can be served on the basis of factual information. 
5) Act as a coordinating body which would endeavour 
17 
to help and stimulate provincial development programs in the 
18 small business area. 
19 
66. In summary, the new crown corporation's non-financial 
20 
functions would dominate its financial utility. This seems en- 
21 tirely in order for it is the opinion of this submission that the 
22 financing of small business should be left to private initiative, 
23 even if it has to be stimulated by certain proposed legislation. 
oA The educational and informational aspects of small business, hiew- 
ever, are more properly a government function. It is an importan 
25 
function for it can improve the competitiveness cf small business 
26 and thus effect the vitality of the entire economy. 
2g 
28 
1. It is interesting to note that in the United States at least 
29 one commercial bank, the Bank of America, is performing this 
service through a division called Small Business Advisory 
Service. ; 
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1 
2 5 : 
SUBMISSION TO THE ROYAL COMMISSION ON BANKING AND FINANCE 
3 


BY THE CHARTERHOUSE GROUP CANADA LIMITED, 
4 60 YONGE STREET, 
TORONTO 1, ONTARIO. 


5 
6) SUMMARY 
7 
le This Corporation views with concern the incursion of the 
8 Government of Canada through its crown corporations into 
9 sectors of the economy at present adequately serviced by 
10 private enterprise. Particularly this concern is directed 
to the recently broadened and extended activities of the 
Industrial Development Banke In addition we believe that 
i2 it is wrong for a crown corporation to hold shares in 
13 privately owned businesses as does the IDB. 
14 
15 | Ze It is the purpose of this brief to describe the activities 
of Charterhouse in particular and of competing similar 
organizations in general so as to demonstrate that there is 
17 adequate capital available to well-managed small and 
18 medium sized businesses. Further it is intended to show 
19 how the IDB*s function is encroaching on the function of 
Charterhouse and other Campanies in the same eles of 
20 
activity. 
21 
dele 36 It is our conclusion that the activities of the IDB are 
23 in part at least unnecessary, as they provide subsidized 
xh | competition to efficient private financial activities and 
are perhaps even harmful to the efficient functioning of 
= the economy rather than beneficial as was originally 
26 intended. We therefore recommend that consideration be 
27 given by the Government to restricting the activities and 
28 scope of the IDB to the purpose and function for which it 
*9 was originally formed. 
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1 
2 Submission to The Royal Commission (Continued) 
3 
36 SUMMARY (Continued) 
4 
By this it is meant that the IDB should again be a source 
i of money only when it has been shown that the seeking company 
6 or individual is unable to obtain money on reasonable terms 
7 elsewhere, when borrowings are adequately secured by 
8 mortgage on fixed assets, when management shows sufficent 
9 ability and energy to give the enterprise a reasonable 
chance of success. An alternative to restricting the 
si activities of the IDB would be provide tax advantages, 
11 subsidies or other incentives so that private enterprise can 
12 exist side by side with subsidized Government competition. 
13 It is our view that this alternative, although initially 
attractive would be impractical and rather than eliminating 
i an evil would compound it. A more constructive effort would 
15 be for industry, education or government or a combination of 
16 all three to provide means for small business management to 
7 improve its knowledge and ability. An outstanding example 
18 of this self help is the Executive Development programme run 
in Montreal under the auspices of the Board of Trade in 
re co-operation with the Harvard Graduate School of Business 
20 Administration. 
21 
92 CHARTERHOUSE POLICIES AND HISTORY 
23 
he The Charterhouse Group Canada Limited was incorporated 
24 (Dominion - as Charterhouse Canada Limited) in 1953 with the 
25 then and still primary purpose of providing long-term and 
26 permanent capital for small and medium sigzed businesses 
97 whose requirements are too great to be filled from individual 
and other private sources but are too smallto attract the 
5 economical services of reputable underwritera,. 
29 | 
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CHARTERHOUSE POLICIES AND HISTORY (Continued) 


The Company was originally wholly owned by its parent 
company, Charterhouse Industrial Development Company 


Limited, of London, England (the name of which has since 


been changed to The Charterhouse Group Limited) and later 
infusions of capital have resulted in two new shareholders 
joining in the enterprise, these being the Pearl Assurance 
Company Limited, London, England and Compagnie Financiere 
de Suez, Paris, France. Negotiations are presently under 
way which it is hoped will lead to share participation in 
Charterhouse by a large Canadian corporation, with the 
ultimate aim of securing public particpation by way of an 
underwriting and eventual listing of Charterhouse stock on 


a Canadian stock exchange. 


Since operations commenced in mid-1953 Charterhouse has 
investigated over 1,100 applications for capital assistance. 
The first investment was made December 31, 1953, and 
altogether 24 investments totalling $5,950,000 have been 
completed. Initially these have varied in size from $30,000 
to $350,000 though as the businesses themselves grew most 


required additional infusions of Charterhouse capital. 


Appended to this brief is a copy of Charterhouse*’s promotional 
booklet "Capital for Industry’ which describes our investment 
policies with respect to the size and type of company in 
which we invest, the usual method of investment and our views 
on avoiding voting control of those companies wath wHich we 
become associated. It will be seen that our object is to 
provide only businesses whose management has been proven 

sound with the money necessary to operate free of financial 
stringency. New businesses seldom have managerial experience 
in ene Rae usee activity proposed and thus are usually 


outside our policy limits. 
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CHARTERHOUSE POLICIES AND HISTORY (Continued) 


As we do not pretend to be managers we are not interested 
in declining businesses which need injections of management 
as well as moneye Also listed in this booklet are those 
companies presently associated with Charterhouse. Since 
the last printing of the booklet four new companies have 
either associated themselves with Charterhouse or are 


in the process of doing 80. - 


It is worth noting the fact that over the past eight years 
only 2-1/2% of those companies’ approaching Charterhouse 
measured up to our-standardse Though, as indicated in the 
previous paragraph management ability has been the prime 
criterion, other reasons. for rigastd oti have been the fact, 
that the applicant has been in an unattractive field of 
activity or that it was our view that the managers of the 
company would be incompatible with outside minority investorse 
In many instances Pha cponlicante ceanirencnts could not be 
satisfied by Charterhouse. This rejection rate is 

admittedly extremely high but many apa iitc aaa turned down 

by Charterhouse have siiccessfully sought capital elsewhere 

as other groups have other critera and policies. This returns 
us to the soli that it is seldom that a well-managed company 
with even reasonable prospects cannot obtain the needed 


funds from private sourceSse 


COMPETITION 


There erento our knowledge no companies in direct competition 
with Chadeietkeniaas to the extent that they have the same 
policies with respect to avoidance of voting control and the 
Charterhouse philosophy on management. However, en 
business has an unusually wide choice of companies Seats 
similar in object to Charterhouse and differing only in policy 


and method. 
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96 COMPETITION 


A list of these companies compiled at random from past 
press announcements and news items follows with an 
indication of sponsorship} this list is not meant to be 
exhaustive as there are doubtless many more private and 
semi-private groups with similar activities. 


AMERICAN NILE (CANADA) LIMITED, MONTREAL 
(stock privately owned ~ Banque Zilkha) 
AUGUST LENZ & CO. (CANADA) LTD. 
(Munich) 
BRITISH INTERNATIONAL FINANCE (CANADA) LTD. 
(Canadian and B.W.I.) 
CANADIAN CORPORATE MANAGEMENT 
(J.D. Woods & Gordon) 
COMMERCIAL AND INDUSTRIAL FINANCE COMPANY LTD., MONTREA 


(Banque Nationale pour le Commerce et 1"Industrie, 
Paris, France) 


CONFEDERATION DEVELOPMENT CORPORATION LTD., MONTREAL 


(Banque de Paris et des Pays~Bas) 
CORPORATION D*EXPANSION FINANCIERE, MONTREAL 
(La Maison Bienvenu Ltd, ) 
DOMINION MANAGEMENT ASSOCIATES LTD., MONTREAL 


FIVE ARROWS BECURITIES CO. LTD. 
(N.M. Rothschild & Sons, U.K. Banque Lambert, Belgium) 
GREENSHIELDS CORPORATION 
(Greenshields & Co. Ltd.) 
LARCAN INVESTMENTS LIMITED 
(Lazard Brothers, U.K.) 
LOCANA CORPORATION LIMITED 
(Hambros Bank Ltd., U.K.) 
LOCANA MINERALS LIMITED 
(Hambros Bank Ltde, U.K.) 
LOUIS, KEEFER & PENFIELD, MONTREAL 
(Private Canadian and U.S.) 
TRIARCH CORPORATION LIMITED 
(S.Go Warburg & Son) 
UNITED NORTH ATLANTIC SECURITIES LIMITED 
(Robert Benson Lonsdale & Co. Ltd, 
N.M. Rothschild & Sons) 
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10. It is of interest that primarily because of the severity 
of competition several companies in the same line of 
business have to the best of our knowledge withdrawn 
from active participation in Canada. In the United States 
the experience of Small Business Investment Corporations 
has apparently been similar as an official of the Small 
‘Business Administration was recently quoted to the effect 
that most SBICs (particularly the smaller ones) were find-~ 


ing their ventures unprofitable. 


ll. Let it be clear that competition in our chosen field is 
not only active because of direct andsemi~direct competition 
from those companies listed above but also from many other 
sources in which activities in one way or another impinge 
on the eee Ban Re function of Charterhouse. These 
are to a certain extent self-obvious and will only be 
mentioned brieflyt- 


a) Underwriters 


In Canada in recent years underwriters have been 
willing to arrange public issues for companies which are 
smaller, less seasoned, less profitable than those whose 
securities could be underwritten in other countries. It 
is admittedly expensive to raise money by this method but 
nevertheless new companies in glamorous fields seem to be 
able to obtain public money in amounts as low as $100,000. 
"The MacMillan Gap" as defined in the U.K. in the nineteen 
thirties does not seem to exist here. It may well] be that 
the present spate of small speculative public issues is 
a passing thing and that such issues will in future be 
confined to the extractive industries. In the meantime, 
however, such underwriters are directly competitive with 


Charterhouse. 
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ll. 


COMPETITION (Continued) 


b) Lending Companies 


Companies in this general field reduce or obviate 
the need for a company to seek long-term capital. In this 
class we find companies engaged in equipment financing and 
leasing, real estate leaseback, factoring and accounts 
receivable financing. Though these procedures are often 
costly and involve the recipient in the loss or non- 
acquisition of pledgeable assets, they are useful in certain 
circumstances. 

c) Provincial and Municipal Bodies 

There are numerous provincial and municipal 
development companies established to provide loans or fixed 
assets to companies establishing themselves in the relevant 
areas. 

d) Banks 

The tendency is for Canadian banks, due to aggressive- 
ness and the extreme competitive pressure in that field, to 
lend more money and on longer term than would be available 
to small and medium sized companies in the U.K., or the 
United States. Though the Government has gee aA term 
loans in recent years the banks do in practice, if not as a 
formal procedure, loan money on a term basis thus frankly 
competing with equity and long-term debt investors. 

e) Individuals 

The fact that Canada has no capital gains tax is an 
obvious inducement to the individual to make investments in 
small and medium sized companies with a view to realizing 
@ gain if and when the company is either sold or floated by 

way of a public issue. 
f) Diversification 
The recent fashion of companies to diversify not only 
vertically but horizontally in order to reduce risk ina 
given field means that many corporations are constantly seek- 


ing investments in companies usually smaller than themselves. 
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4 12. THE INDUSTRIAL DEVELOPMENT BANK 

3 
It is granted that there may be deserving companies seek- 

+ ing capital which are unable to obtain it from any of the 

5 sources mentioned; it was to fill this need that the IDB 

6 was established to be a "bank of last resort" and this 

7 function it fulfilled well. Since July, 1961, vaianses its 
scope has broadened and the IDB has become not the last 

. resort for capital seekers but almost the first potential 

9 source of funds because it is usually the cheapest. As 

10 companies approaching Charterhouse do so0 in confidence we 

11 have not included any actual examples of this. Should the 

12 Commission so request, we will be pleased to try to obtain 
permission of several specific applicants who have expressed 

oi this view and should this permission be granted these 

14 examples could be fully documented, 

15 

16 13. It is difficult to estimate from annual reports of the IDB 
the extent to which it is investing in the share capital of 

za the companies for which it provides mortgage money. We have 

18 heard from applicants to Charterhouse that this it nae been 

19 doing for several years and the phrase "Loans and Investments' 

20 (our emphasis) has appeared in IDB reports regularly, though 

a1 the bank's promotional booklets make no mention of capital 
stock subscription. The only indication of the scope of 

- this activity is the fact that profits on sale of investments 

23 were $128,000 in the latest fiscal year. Regardless of the 

24 frequency or amount of this practice, it is our belief that a 

95 government corporation should not evenin a small way be a 
shareholder in a private company and thus compete with privat 

26 : ; 
companies and individuals. 

27 14, The most recent interim report of the IDB (March 14, 1962) 

28 indicates that loans made in the first five months of the 

29 current fiscal year are nearly double (in number) those made 


in the same 1961 period. 
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14. THE INDUSTRIAL DEVELOPMENT BANK (Continued) 


We are aware that many new classes of business are now 
eligible for EDB financing - “any industry, trade or business 
undertaking" but this rapid increase in lending at least 
partly must result from easing by the bank of the asset and 
management qualifications of the applicants. Should this be 
the case the government would be well advised to watch with 
care the operation in the United States of the Small Business 
Administration's Small Business Investment Corporations and 
in particular the initial hearings of the Senate Committee on 
Small Business as doubts are already being raised as to the 
wisdom and economic soundness of the SBIC programme. In the 
four years since legislation permitted licensing of SBIC's 
525 corporations have been licensed though some have already 


ceased operations. 


15. We have thus shown that the IDB is competing with private 
enterprise which is, in our view,efficiently servicing its 
chosen function. It remains only to consider whether the 
IDB and its expanded function is having a somewhat detrimental 


effect on industry. 


16. Canada is, and has been, faced with a rapidly growing cost 
of production due to high taxation, excessive labour rates 
and lower productivity due to our size and other obvious 

factors. If those companies which have sought money from 
all the possible sources listed are unable to attract 
capital or other financial servicing it is possible that 
due to management weakness or other reasons they do not 
warrant it. Should they then turn to the IDB it appears 
that the Government (i.e. the taxpayer) is subsidizing 
these companies least able to produce and sell efficiently 
and which should in fact, either strengthen themselves before 


becoming credit worthy or go out of business. 
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Submission to The Royal Commission (Continued) 


17. 


It is apparent that the real shortage is not of funds for 
small business but of management for it. It is reasonable 
to predict that any steps taken by the Government to 
stimulate professional management of Canadian business, 
large and small, would be greeted with an increased flow of 


funds from the usual private sources. 
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To: THE ROYAL COMMISSION. ON BANKING AND FINANCE 


Report of The Ontario Securities Commission 
145 Queen Street West 
Toronto, Ontario 


Mr. Chairman and Members of the Commission: 


Co) In submitting statistics, reflecting the nature 
and extent of the operation of The Securities Commission, the 
records appended to this report, having regard to the functions 
of the Commission and the scope of the enquiry, will be limited. 
The records covering investigations, disciplinary action and/or 
prosecutions under the hea or Criminal Code, are extensive, but 


are not pertinent to the enquiry on Banking and Finance. 


(2) The two main functions of the Commission are to 
supdEyvics and control the activities of those registered to 

trade in securities and to check the material, as required by 

the Act, before an issuing aéribany may distribute its securities. 
With reference to these basic functions, records are maintained, 
from month to ménth, of registrants in the different capacities 
(Appendix A) and the issues accepted for filing (Appendix B). 
There: are no records available as to the dollar value of securities 
actually sold after an issue is qualified. Appendix A sets forth © 
the registrations in force as of the 3lst March, 1951, 1956 and 
1961. Appendix B shows the number of issues accepted for 
filing during the fiscal years ending the 3lst March, 1951, 1956 
and 1961, which should be just as informative as providing 
ieee for each year over the ten year period. In fact, 
the general trend in Silas i financing appears to be best 


demonstrated by selecting intervals of five years. 
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(3) The significance of these records, which show a 
trend over a ten year period, is the marked increase in investment 
issues and in the number of salesmen employed. Both increases 
are attributable to the growth in mutual funds, offering a 
diversified type of investment, and the large sales force 

employed by several of these companies selling contractual plans, 
calling for monthly payments over a period of from ten to twenty 
years. There has been a marked decrease in mining and oil 
issues, as opposed to the steady flow of industrial financing. 

The decrease in mining issues is accompanied by a corresponding 
decrease in registrations of broker-dealers. It is not 
suggested that constructive mining development is on the wane. 
Promotional houses, registered as broker-dealers, and the type 

of speculative issue they sponsor are on the wane. Cancellation 
of registrations in this field first took its toll. The efforts 
of United States authorities to prevent trading, by local dealers, 
in violation of their laws, became more and more effective. 
Finally, in 1960, mail addressed to local dealers, who had failed 
to comply with United States! laws, was stamped "fraudulent" and 
returned to the sender by postal Gia Veen tle, Consequently, 
many dealers, who were largely depending on trading across the 
border, were forced out of business. Then, in March of 1961, 
the Board of Governors of The Broker-Dealers*? Association issued 
a Directive to its members, prohibiting offerings being made 
outside Ontario in violation of the laws of other jurisdictions. 
Since March, 1961, attempts have been made to qualify mining 
issues in the United States, sponsored by local broker-dealers, 


but, so far, without success. 


(4) The Commission understands the question of 
establishing a National Commission will be raised before The 
Royal Commission. There is only one Securities Commissioner, 


to our knowledge, who has, through a public announcement, 
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1! advocated the formation of a National Commission. It is not 

2|| clear, from the préss reports, whether he favours a National 

3|| Securities Commission only, or a Securities and Exchange Commission. 
However, the Ontario Commission is directing its remarks to the 
necessity, if any, of establishing a National Securities Commission. 
The establishment of a National Commission would, of course, 

create a much more elaborate administrative system. It should 


be conceded that situations have arisen, over the years, in which 


8]. National Commission could probably have dealt with more 
9|| expeditiously than the Provincial Administrator directly concerned. 
10|| Now, these situations, in retrospect, can be regarded as merely 


11 temporary 


12 (5) First and foremost, there was the movement of 

13|| transients from province to province, when their activities were 

14] curtailed in their home province. These transients did not 

move to another province in order to impose on local residents, 

but to establish a new base for trading into the United States. 

New Brunswick, the last stronghold, ne not equipped to cope 

with an invasion. It is submitted that the move of transients 

is no longer a problem, due to the effective means recently 
employed by the United States! postal authorities by treating 

20 || offerings from Canada, in violation of their laws, as "contraband", 


91|| to which reference has already been made. 


(6) Delays, in the past, in having issues intended 

23! for national. distribution qualified from coast to coast, have 

24 || caused annoyance which probably could have been avoided by a 

25 || central administrative body. This is no longer a aii of 

%6 complaint. The improvement, in some measure, is due to the 
efforts of The Investment Dealers! Association, which is organized 
across. Canada and which cooperates to the fullest. extent with the 
Provincial Administrators. The fact that Administrators, for 


29 
the past ten years, have met. annually has also been a definite 


30 


mt eee 


Se ee 


=~ 


SVLLA | 


foe iE, coeteies eee sa ae ee 


fsnottsA s ewovst of refsedw .etroqet eeetg eft mort et29L0 | 
notes immo egnsdoxe bas bi iokdles aid £ To _stino notes tmnod ealttwooe | 


NSA I 
a 
enolee.Lamod pobtiasoe® Seno beat 5 anbiet sates 3 tate iss ght ehbiad i. 
eoet09 ‘to ebivow nobee Emnod fenoktelt & to dnomde tidatee a 


af | 
Ss bad 


| ore ijtw tdIiseb evsd prey binoo noleetmmod {eno ttelt & | 
sisikigines yitoorth atosetsatnimbA fsiontvord oft asdt yLleuold Pbeaxs. 
yierem es bebiagoit od aso ,toeqeotter at ,enotisuite seeds ,wou 


eYis‘togmet 


to tnomevom edt esw Stadt .deometot bas te1h4 (2) 

etow eoltivisos ifedd netlw peontvorq of sonfvotg mort siastensis 
jon bth atnetenatd seetT eontvorg emod ttedt af befietrso 
,esdnebtees Isool no seoqmit of tebto nk sontvorq tedtoms ot evom 
,esdade bedinU sdf oft gntbard tot eead wen « datidetas od Sud 
eqoo of beqyivupe Jon esw ,ofonymotse teal oft eto tweens woll 
ednelensid to ovont odd tadd betdimdve ef 3E  .nokeavat nis ddtw, 
vitneoet ensom avitostte edd od eub  ueldotq s tegaol on et 
gattsort yd eett¢tiontus Isteoq teedete betta “edt yd beyotqme 
"bnsdaténtod" es ,twel ttedd to mol¢elotv at .sbsnsd modal egairstto 


-ebsm rised ybsotls ear sonetstet doidw od 


bebnoini eevest gnived mi .sesq odd ni ,eysled (3) 

evan ,tesoo of Jesoo mott befitisup nokjuedinderb fenoltan 107 | 

& yd bebtovs esd pa biveo vyidadotq doidw sonsyonns beevso 

to avibes es teymol on af eiAT ybod evidstteiniabs Isitneo | eg 

eit of evb ef ,etvessm omoa ni ,tnemevoiqmt ofT etaislqmos | 

bosinsgic ef dotdw .aoitstooreA tetefast! tnemtesval siT to etrotte | 
ont dilw jnsdxs Jesffut oft ot setsteqooo fofrw bus shane) esotos 
Tot ,erotsiteintmbA dadt Jost oT -etotettetminbA Iptoatvord 


otinttsb 2 nesd osfs vat yllevnis tem sve ,e1ssy net teaq ont 


Nethercut Young 
Terente, Gntarie Al179 


factor in improving the situation across Canada. 


(7) Overall, the proposal appears to be ill-timed, 
as there has been a definite trend to uniformity of legislation 
in recent years, and the trend still persists. Ontario and 
Quebec (with certain variations), Alberta and Saskatchewan have 
similar Securities Acts, all based on the principle of full 
disclosure. It appears that all provinces still consider a 
prospectus, and statutory material, based on this principle. 
Moreover, in the matter of policies, designed to ensure fair and 
equitable financing, the statement of policies (Appendix C) has 
been followed since they were first discussed in 1951 ata 
Conference of Provincial Administrators, held in Toronto, when 


Provincial Conferences were revived after a lapse of many vears. 


(8) There is, no doubt, a difference of opinion as to 
whether primary distribution should be permitted on a stock 
exchange » The question, like many other questions relating to 
trading in securities, is largely a local one. When a mining 
issue is listed on the exchange, all the shares issued, and 
unissued, are listed and posted for trading. In the case of 
an industrial issue, only the issued shares are listed. 
Accordingly, a listed industrial company, undertaking further 
equity financing subsequent to listing, must have the offering 
qualified for public distribution, pursuant to the provisions of 
The Securities Act. Distribution should be made off the 
exchange, accompanied by the delivery of a prospectus and other 
statutory material. x If the same procedure was followed in the 
case of mining companies, we would have a primary and secondary 
market running concurrently. This, of course, is the case in 
industrial issues as well, but there is a major, practical 
difference. Industrial issues, usually selling well up in 
the dellar brackets, ¢a. ne’ dda. themselves to ae | 


manipulation, and other irregularities, as readily as mining 
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issues offered in, the penny bracket. It is submitted that, 


under these conditions, none of the disadvantages of primary 


distribution on an exchange would be eliminated, as it follows, 


on a comparatively thin market, the market could be influenced 
in the interest of insiders more readily than if the entire 


distribution was made on the stock exchange. 


(9) It seems that the only way to provide a secondary 
market in the case of mining issues, free from the disadvantages 
of primary distribution on the exchange, would be to have the 
total capitalization distributed and in the hands of the public 
before listing. This would throw distribution back into the 
hands of promotional houses which have no ciients, but sell 
through mailing lists. Furchermore, there would be no assurance 
of any market for the shares sold. It is submitted that, under 
existing conditions, the disadvantages, which are fundamental, 


would far outweigh contemplated advantages. 


(10) The staff of the Commission consists of the 
Registrar and his staff, lawyers, auditors and investigators, 
with the necessary clerical staff, for a total complement of 


forty. 


(11) A copy of The Securities Act, R.S.O. 1960, 


Chapter 363, is attached (Appendix D). 


(12) All of which is respectfully submitted, on behalf 
of The Ontario Securities Commission, for the consideration of 


The Royal Commission. 
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2 APPENDIX "A" 
2 to the report of 


4 The Ontario Securities Commission 


5 sams eel 


6 Registrations in force as of the 31st March, 1951, 1956 and 1961. 


1952 1956 1961. 


BROKERS 9h 95 96 
INVESTMENT DEALERS 106 Th 115 
BROKER-DEALERS 200 122 110 


SECURITY ISSUERS 6h, 56 12 


12 INVESTMENT COUNSEL g 13 19 
13 SECURITIES ADVISERS V7 5 6 


14] SALESMEN 1179 1521 2150 
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APPENDIX ''pit 
to the report of 


The Ontario Securities Commission 


Issues accepted for filing during the fiscal years ending 


31st March, 1951, 1956 and 1961 


1951 1956 1961 
MINING AND OTL 207 Paw, 101 
INDUSTRIAL 100 126 89 
INVESTMENT 0 15 19 


Annual refilings for the same periods. 


MINING AND OIL 33 18 053 
INDUSTRIAL 3 2 7 
INVESTMENT 0 5 20 


NOTE: Investment issues are normally a continuing operation 


requiring annual refiling. 
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145 QUEEN ST,, WEST 
TORONTO, ONTARIO 


ONTARIO 


ONTARIO SECURITIES COMMISSION 
(Reprint from Bulletin of June, 1955) 
POLICY OF THE ONTARIO SECURITIES COMMISSION 


RELATING TO MINING, OIL AND/OR NATURAL GAS ISSUES WITH RESPECT TO 
UNDERWRITINGS, OFTIONS, VENDOR INTERESTS AND RELEASES FROM ESCROW 


A statement on the above policy was published in the December, 1951, issue of the 
letin and is reprinted here for the benefit of those to whom it is unfamiliar and to 
phasize the continuance of the policy. 


This is a basic policy and is subject to adjustment when special circumstances warrant 
Lisach procedure, 


1, UNDERWRITINGS AND OPTIONS 


(1) With respect to new issues, no shares shall be purchased, underwritten or optioned 
at less than 10¢ per share but, where an issue is not new, the Commission may ex— 
ercise its discretion, 


(2) An option shall not be permitted without an underwriting for a minimum of $5,000, 


(3) Any underwriting shall be for at least 50% payable forthwith and the balance within 
60 days from the date of acceptance of the prospectus for filing by the Commission, 
subject to adjustment in special circumstances, 


(4) Not more than 200,000 shares shall be optioned at any one price, provided that the 
Commission may exercise its discretion where it considers that exceptional circums 
stances exist. 


(5) The time for exercising the first option shall be not later than six months from the 
date for completion of the underwriting and further options shall be completed at 
least quarter—yearly,. 


(6) There shall be at least a 2h¢ spread between each price range from 10¢ to 20¢, at 
least a 5¢ spread between each price range from 20¢ to 50¢, at least a 10¢ spread 
between each price range from 50¢ to 80¢ and at least a 25¢ spread between each 
price range thereafter, 


{7) The spread on shares sold by an underwriter/optionee to a sub-underwriter/optionee 
shall not be in excess of 1¢ per share, 


(8) The Commission will exercise extreme caution in accepting a prospectus for filing 
when more than 1,000,000 shares are underwritten and/or optioned, 


VENDOR INTEREST 


(1) The vendor interest will be based on a sliding scale not to exceed 25% of a 3,000,000 
share company, 20% of a 4,000,000 share company and 18% of a 5,000,000 share company. 
These percentages are yardsticks and special situations may call for variation either 
upward or downward, 


(2) None of the vendor's share interest in a new oil and/or gas company shall be free 
from escrow when the prospectus of the company is accepted for filing by the Com . 
mission and, with respect to other types of new companies, not more than 10% of the 
vendor's share interest shall be free from escrow, 


RELEASE OF VENDOR'S SHARES FROM ESCROW 
(1) Oil and/or Natural Gas Companies 


(a) Twenty per cent of the vendor's shares shall be released from escrow when an 
oil and/or natural gas company is fully financed to drill one well (exclusive 
-of the shallow Lloydminster type) and a drilling contract has been entered into 
therefor, 
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Nethercut & Young 
Torente, Ontario All B44. 


(bo) An additional 20% of the vendor's shares shall be released from escrow when the 
first well (exclusive of the shallow Lloydminster type) is completed, 


(c) An additional 30% of the vendor's shares shall be released from escrow when the 
second well (exclusive of the shallow Lloydminster type) is completed, 


(d) The remaining 30% of the vendor's shares shall be released from escrow when the 
third well (exclusive of the shallow Lloydminster type) is completed, 


(e) The Commission will exercise its discretion in the release from escrow of 
vendor's shares of oil and/or natural gas companies engaged in the drilling of 
the shallow Lloydminster type wells, 


Other Companies 


(a) One vendor's share of companies other than oil and/or natural gas companies, 
except as provided in clause (b) below, may be released from escrow for:— 


(4) every 4 shares purchased from the treasury of a 3,000,000 share company; 
(41) every 5 shares purchased from the treasury of a 4,000,000 share company; and 
(iii) every 53 shares purchased from the treasury of a 5,000,000 share company, 


and the release from escrow of the vendor's shares of companies with other 
capitalizations shall be in a similar proportion, 


(b) The Commission will exercise its discretion in the release from escrow of vendor's 
shares of companies which are engaged in both oil and metal mining ventures 
or other exceptional cases, 


Before consenting to the release from escrow of vendor's shares, the opinion of the 
appropriate Stock Exchange will be sought by the Commission when dealing with listed. 
issues and the opinion of The Broker—Dealers' Association of Ontario will be sought 
when dealing with unlisted issues which are being sold to the public by any of its 
members, The Commission will continue the practice of studying the current balance 
sheet in order to ascertain what progress has been made in financing an operation 
and, in addition, consideration will be given to other progress made. 
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Terente, Ontaric 
Montreal, Quebec, 
Moncay, May 14th, 1962. 
--- On resuming at 9.30 A.M. 
THE CHAIRMAN: Notre Commission a siege 
jusqu' a date dans les provinces de l'ouest ainsi qu'en 
Ontario; elle y a entendu des opinions tres interessante 
sur plusieurs des problemes qu'ellle est chargee 
d'examiner. C'test avec grand plaisir que mes 
collegues et moi-meme ouvrons ce matin une nouvelle 
serie d'audiences publiques a Montreal. Notre sejour 
dans la metropole du Canada, nous en sommes certains, 
nous apporters des points de vue nouveaux, auxquels 
nous donnerons une attention particuliere, car ils 
refleteront la pensee d'un des grands centres 
financiers du pays. Mais aussi, nous l'esperons, 
notre Commission aura ici une occasion unique 
d'aborder ces problemes monetaires et financiers dans 
une optique differente, celle de ean apie francaise, 
gui contribue avec la culture aglaise a l'edification 
de notre patrie commune. 
The brief of the Quebec Credit Union 


League. 
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Terente, Ontario 
SUBMISSION OF THE QUEBEC 
CREDIT UNION LEAGUE 
APPEARANCES 

fy. A. KRekiy - Managing Director 
George Grigg - President 
Henri Cormier - Secretary 
George Broderick - Lawyer 
Jean de Grandpre - Chartered Accountant 


MR. CORMIER: On behalf of the Quebec 
Credit Union League I would like to present Mr. 
Edward A. Kelly, Managing Director, Mr. George 
Grigg, President, I am Henri Cormier, Secretary, 
Mr. Jean de Grandpre, Chartered Accountant. Mr. 
George Broderick, our counsel has been detained 
and may appear later. 

(Reads summary of brief.) 

(See Volume 144.) 

THE CHAIRMAN: Thank you very much. 
Questions? 

COMMISSIONER LEMAN: Your brief mentions 
Mr. Desjardins who was at the source of the movement 
in the province of Quebec. We have already re- 
ceived a brief from some of the CaissesS Populaires. 
Conceptually in Mr. Desjardin's own philosophy 
what would you think was the direction that he 


thought the movement would take -- the type of thing 
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that the Caisse Populaire have established or more 
the type of credit union that you belong to? 

MR. CORMEER: T° really’do not’know what 
was in Mr. Desjardin's mind, but we have evolved 
from his writings and teachings the system of 
associations as we know them where we foster thrift 
and loans to members of a defined group. 

COMMISSIONER LEMAN: But the one he 
established, was it more like a community type 
of organization, or was it more like a professional 
type of organization? 


MR. CORMIER: A community type, I believe, 


COMMTSSTONER LEMAN: You mentioned in your 
brief that you would rather like to rely on the 
National Associations to deal with certain questions, 
and particularly there’ is one thing in which this 
Commission is very much interested as it goes 
through ‘the country, and it is the first one you 
have mentioned in your brief, the responsiveness 
of share business to changes in the return on 
shares, and that sortv of thing. I hope you 
do not mind if we question you first along this 
line a bit, because we are very much interested in 
exactly that type of question. There may be 
regional differences in how people respond to 
monetary policy and stringencies of economic 
Cond re Tore ; How do you go about distributing 


the results of your operations in the way of rebates 
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or bonuses and that type of thing? Do you have 
certain criteria to follow for this purpose? 

MR. CORMIER: Rebates are part of what 
might be called the profit of the operation that 
we turn back to our members who have in fact 
brought in the revenue, our borrowers. 

COMMISSIONER LEMAN: But who decides 
how much will go back to the members in the form 
of rebates and how much will be dividends on shares 
and that. sort of thing? 

MR. CORMIER: We usually do that at our 
annual meeting and this is done at the suggestion 
of the manager of the individual credit union. 

COMMISSIONER LEMAN: Could you describe 
for us what kind of discussion takes place, what 
are the considerations that you follow in deciding 
how much will go back as dividends? 

MR. CORMIER: Perhaps Mr.. de aga ee 
could answer that. 

MR. GeGRANDPRE: If I may, the credit 
unions usually submit monthly statements with the 
results that the management know through budgeting 
the available profits, that is, the available 
accretion of income which will be in the credit 
unions! books by the year end. 

I think the usual procedure would be 
in the last month of the operations when they know 
to the extent of practically 90 per cent what the 


profits will be, there is a computation made on the 
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dividends which would be payable on the shares 
and usually a. computation is made of the possible 
rebate of interest which,is usually 10 per cent, 
15 per cent, 20 per cent for the recent year. 

The dividend in most cases would yield, 
depending on the credit unions, between 4+ per cent 
up to 5 per cent, and I think there is one exception 
in Montreal which pays 5¢ per cent which is a high 
rate of dividend, but that would be due to the 
rapid increase in share capital which has been 
largely the biggest but apportioned between 4 per 
cent and 5 per cent, and it usually took care of 
the available profits, that is, the profit after 
deducting the 10 per cent statutory requirement 
of the Quebec Cooperative Syndicates Act. The 
10 per cent is kept as a reserve and the remaining 
balance would be distributed practically entirely. 
That is why at the lbeginning of the brief we pose 
some questions. We put on page 3 the income of 
200. credit sunions. for that year; totally $2,790,446; 
expenses $1,144,933 and retained earnings would be 
$1,653,453. That would be by the year end of 
these credit unions because at the annual meéting 
following the fiscal year's end the dividend and 
interest and rebates which are voted brings that 
down. That is why a little above the reserve 
amounted to $1,102,842. Tt clarifies that most 
of the profits except 10 per cent are thrown back 


to the members either as Share dividend or an interest 
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rebate. 
| COMMISSIONER LEMAN: Well, 31° 2 under- 
stand your answer correctly you try to keep your 
dividends fairly steady, say, around 4 per cent 
to 5 per cent, and the balance goes back in the 


form of rebate of interest and dividends? 
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MR. de GRANDPRE: Yee, that is the general 
idea of the iawn. Some small credit unions have 
not been able to give this interest rebate, but we 
find that when the credit unions increase in volume 
they can start adopting such a policy. 

COMMISSIONER LEMAN: Well, your brief and 
the summary makes the statement that dinnarcitete Dy. the 
interest rates you uge compare favourably with those 
charged by banks. Can you give us a rough comparison 
of interestiivates ‘charged by yourcelvesfor certain 
purposes compared with what the banks would charge 
for the game purposee? 

MR. de GRANDPRE: JI would go on record to 
say that the interest rate varies between 3/4 of one 
per cent and one per cent per month which includes 
the services of ingurance; loan insurance on a loan 
and savings insurance’ which is; as, I say, included in 
this because the premiums are considered a proper. 
expense of the credit unions. When the net profit 
ler devermined» this. has already been deducted. 

I am just wondering if Mr. Kelly would be 
more equipped to make such a comparison of the interest 
rates chargéd. by: the: banks., taking into account these 
bank charges for proper expenges which the banks 
consider to be a proper way of operating. 

MR, KELLY:.° I? do not think there is much 
I can add to what Mr. de Grandpre has said, although 
in that sense the interest rate charged by credit 
unions does vary between $ and one per cent; up to 


one per cent per month, and that is the limit to which 
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we ever go. Our insurance for loan protection is 
part of the inkeEente rate, and I think we are fairly 
reasonable in our rates charged to our members. 

COMMISSIONER GIBSON: Mr. de Grandpre, would 
your average rate work out to 8, 9 or 10 per cent per 
annum, or something of that kind? You take the interest, 
you gay, and apply it against the outstanding loan and 
it works out to something over 8 per cent. That is 
aivery°rough kind of calculation, of course. 

MR, KELLY: I would say it comes to 3/4 
of one per cent in many cases. 

COMMISSIONER GIBSON: Yes, but after you allow 
for rebate, which is gomething in the nature of 10 to 
20 per cent, your effective rate would work’ out at 
{ per cent or something like that on the average? 

MR, KELLY: When you count the money paid 
for the loan it would average maybe 74 per cent. 

COMMISSIONER GIBSON: On the other side, 
looking at’ what you pay for your ehares, as I think 
Mr. de Grandpre said, it varied from 4 to 5 per cent, 
or something of that’ nature, and in addition to that 
you infture the*savings ,-do* you’ not? 

MR. KSLLY:™ Yes~ 

COMMISSIONER GIBSON: And that is worth a 
certain amount. What would that be, one per cent per 
annum or gomething like that? 

MR. KELLY: On’ our mortgage loans we charge 
6 per cent plus one per cent which we gay covers the 
insurance cnarges’., 

COMMISSIONER GIBSON: But you are paying 


something like 5 per’ cent including the insurance 


od - » 
ad 7 i" 
: we — aes tein aie ch 
a ¢ 
7 > 7 
fy an ey e . 
a a saa ware (> 
LW) .8 ch 
. q 


aN 
9 er 


a) 


Ani La ' ; 
hi ' 


mi vet nottosvong asol ot eonsxuant m0. “Loa ow if | 
: ; . pte ’ is 
co ris ae ‘oxs ow Matd? Lebasy 938%. Jeoretat sat 10 eal a 


( 
s | 


- Jatodmom two. oF pear sito set 8T WO of eidsnoaset te ay 


i a ae 
cy \ 


- prwow .Stgbasi) 9b .iM /:MOeEID AMMOLe2IMMOD = Ln!) 

i neq tneso teg OL to QoS rod guo wNrow sketvegduaen cede: 
Invoreet edt eNvsy voY! Chante tedd Yo gntd?emoe 10 . munis he 
bes asof gatbasiatuo edt teanisgs ti yiqgs: bas. .yss voy 
ne ab tsd? ».tde0 seq & tevo gatdiomoes of»tuo sdvow: sl. 


ni toad -9er%voo to .noftsivuefso°to bata dauo rt yrsves 


| 
INE ov eemoo.ti vse. bfvow IT slo. AM lor 
i . . 
ia {| ae 
.2e889 yoam at treo neq aro” to ler a 
‘i | YW 
wolis voy retts tud .aeY :MOCELD ASMOL G2iMMOO Ist 
ot OL ‘to sxytsn edd mb giidtemos al doidw .sisdox tot jer 
§ ts tue Niow pbliuow etsy evitosette twoy .taso yeq 0S rR 
Pegsravs edt no tsdt<edtt gat itomos to ¢ne0 ‘eq F as 
4. | 
i biaq yecom edt vavoo voy amodW + Yaa . aM bass” 
: teen 19q €) odysm egstevs b Luow tf asol sat rot im 
. obie tonto sit a0. :KWO@KLO ARMOLAGIMMOO va 
Antddy I ss ~as7Tseds “voy not yveq oy tsdw ts antvool i 
~inso 19q:@ ot # mort botrev tt 9. bl ss siqbrs iw eb». mM 
os 
tedt of motsipps at bas . exten tsdd to aanidtemoe 10 
rs 
Sion voy ob ~egnives edi sivant soy | 
‘ ch. 
$eoY ' sWIS aM 
: Sh 
8 dtyow 8! tsdd boA . 2MO@alD AAACLA2IMMOO 
| I. 
i; SE 
req tnaso 19q 90 .ed tdedt bimow tsdW |. tavoms misineo | 
SCisdd sxtl uatdvemoe 1o munns | | 
iy . I og " 
Te, egusio ow ansol sgsginom mug nO © Yidas. AM | bo LF. 
1 ; 
ie ; i vs 
odd erevoo ys, ew dotdw treo req eno Bulg dme0 req CG | 
- - 
a pig + ie i - . B9g7sio eonsivent | 


) gmtysq ons voy dua - 2 MOeaTD ABMOLZELMMOD 
ee rer pea re op seman wrt 


Nethercut & Young r 1586 a 


Terente P Ontario 


charges? 

MR. KELLY: That tecright. 

MR. de GRANDPRE: I think we should say at 
least one per cent. It might go to one or one and 
one-third per cent, but it would be at least one per 
cent as a minimum. 

COMMISSIONER BROWN: In working out these 
rates of interest have you taken into consideration 
the fact that you are usually asking the borrowers 
to buy rghavee at the same time, which in effect is 
increasing their loan cost, is it not? One example 
you give is that a borrower pays back a loan at the 
rate of $10 per week plus $3 per week for shares. 

MR. KELLY;:. That is not compulsory. .-If 
a member borrows $1,000 he might only have $5 or $10 
in shares in the unton and we do not ask for anything 
more in the way of share capital. The purchase of 
Shares .ig not compulsory... We.do encourage this if 
the borrower,)can possibly, afford it,,..but if.he is in 
bad .straights.we .try to..service him in the way of 
granting a»loansand do mot ask him.-to deposit .very 
much money untih he te imranbetter,.position to,.do so. 

COMMISSIONER BROWN: But to the extent that 
you do accumulate ghare capital at the same time as 
a, borrower is .re paying a loan .this. is .an.increase .in 
the. rate of interest, is it. not,,, because .1¢ .delays 
the time atwhieh.the borrower .could normally pay off 
the loan? 

MR. KELLY: . Yes, it takes a longer time go 
he pays that much more interest in the long .run. 


COMMISSIONER BROWN: Yes, and he is paying 
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a higher effective rate of interest? 

MR. KELLY: Yee, because instead of taking 
12 months to pay the loan it takes perhaps 18 months. 

COMMISSIONER BROWN: On this question of 
interest rateg you state in the brief at some point 
that under the Act you may not charge a rate WMidtie # than 
one per cent on the unpaid balance. 

MR) KELLY? “That Le right. 

COMMISSIONER BROWN: There must have been 
an amendment to the Act that we have not beenable to 
find. What section is that? 

MR. KELLY: That hag always been our policy. 

COMMISSIONER BROWN: The statement is that 
Prelainin ‘the Aewmse We ‘cannot find it cinethe Acme: Can 
you ‘tell sue where'ett ts? 

MR. KELLY: ort hand I cannot, but I know 
there vis a gection which tates that ‘the Limit on 
loans ig one per cent per month. 

COMMISSIONER BROWN: I wonder if you could tell 
us the relevant section? 

MRankKBbLYuetd amtnotesure oft it ,ysir. 

COMMISSIONER BROWN: Have you got the Act 
here? 

Perhaps while you are looking that up someone 
could alsoitell useilfsthere igvany statutory limit°on 
the return that can be paid on share capital? 

MR. KELLY: None that we know of, 

MR, de GRANDPRE: No, there ig no such limit. 

I-wonder if it would be pertinent to add 
Something at this etage, Mr. Brown? The only limit 


that there would be is toward the reserves in the credit 
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unionw? If they declare dividends, for instance, 
exceeding whe amount ofthe net; profit.of the.year it 
could not, of course, be in excess of the accumulated 
reser ves. 

COMMISSIONER BROWN; No, but the. point is that 
in other jurisdictions there are statutory limits on 
the percentage return. that..can, be paid,.on. share,.capital. 
L.eannot, find any reference to it in this Act here and 
I wondered. if, there,.was..cuch.a limit. 

MR. de GRANDPRE: No. 

MR. KELLY: In reply to your previous 
Question we must apologize. We have taken it for 
granted that. our limit is one per cent per month on 
the unpaid, balance... I. have, been informed, on. good 
authority, .the ,President here, that. we will not find 
this in the Act, but it is a policy that we have set 
down over the .years and we tell our credit untong that 
they cannot charge more than one per cent per month 
on the unpaid balance. Mo; 10 ie*not in the Act. 

COMMISSIONER LEMAN: In practice you have 
found that an adequate interest rate for your purposes? 

ME abu s,. Oh vee. 

COMMISSIONER BROWN: There is one other thing 
I would like exPlained. On page 35 of 
your brief you are talking about borrowers, and you 
make the following statement. 

"There are others who are too conservative 

about the use of credit and the Committee 

can serve them better by suggesting changes 

in their programme of pergonal credit.” 


Does that mean that you actively encourage people to 
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borrow? 


MR, KELLY: No, I would not say that we 
actively do that, There are times when a peregon 
maybe should borrow to get out of other hands, the 
hands of ungcrupulous individuals and we encourage 
them then to combine their debts ‘bnto.orie to 
get out of @he=.. hande of perhap® -those 10 or 15 
individuals. 

COMMISSIONER BROWN: I can understand that, 
but this statement says they are too conservative. 

MR, KELLY: Well, that is what we were thinking}, 
Some people in our own credit unions are very conservativ 
in their methode of lending money to members. They 
may be afraid to extend credit too far and we try to 
encourage them to help the membere in that sense by 
combining all their debts together putting them under 
one head. I think that is our thinking in’ teat vezcard, 

COMMISSIONER BROWN: You are referring to 
committees and not members? 

MR, KELLY: Yes, committees. 

COMMISSIONER BROWN: However, the whole 
diseuseion at that point of your brief as regard to 
borrowers. 

MR. KELLY: We are referring to our own 
commit tecs and ‘their function. 

COMMISSIONER GIBSON: Returning to interest 
rates, is there any flexibility in your interest rate 
structure or do your rates tend to increase when money 
is tightv’and decrease when it is easier to get, or do 
you stick to the game interest rate? 


MR. KELLY: We try to stick to the same interest 
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rate. There are some credit unions which charge 


3/4 of one per cent at times when they think they 
should do it, but:'I would say a» very high percentage 
of our credit unions do not change the rate from 
One per cent, and at the end of the year when they 
see that they have a high profit they return it to 
the members in the form of rebates. 

COMMISSIONER GIBSON: So.that if the 
credit union did well, the effect of your own rate, 
let us say, would be to reduce it. to some extent? 

MRs KELLY: Yes, that is right, and some 
of them have gone as high as 25 per cent. 

COMMISSIONER GIBSON: So that in the sense 
of rebates there is some variation in the rates? 

MR, KELLY: Itwisinotca ddrectavahkiation, 
but an indirect one at the end of the year. 

COMMISSIONER GIBSON: Yes, and this 
would not have anything to do directly with aes 
money was tight or not tight, but would depend on 
how the credit union did? 

MRw KELLY: Yes, it would depend on the 
fast turn-over of money during the year. 

COMMISSIONER GIBSON: . Yes. Are there 
any other changes in credit conditions that are 
closely related to general monetary conditions? 

MR. KELLY: There are times when we 
say to our members they cannot borrow any more 
than $100 at a time because money is tight. 


COMMISSIONER GIBSON: Have there been such 
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times in your organization within recent years 
particularly? 

MR. KELLY: I would say in 1958 and 1959 
we experienced quite a bit of. that. 

COMMISSIONER GIBSON: Quite a few of your 
credit unions did say to their members that they 
could not borrow my more than $100? 

MR. KELLY: Perhaps not as low as $100. 
This would depend on the size of the credit union. 
Some of our larger credit unions would scale down 
the loans that they would permit to their members. 

THE CHAIRMAN: Why is that? Was that 
because of certain monetary policies initiated by 
the Bank of Canada? 

MR.. .KELLY:. .I. would, not. say. that, was. the 
Guide ,, Sir; 

THE CHAIRMAN: Was it because you did not 
have sufficient money? 

MR. KELLY: It would be because of 
conditions .in «the .credit. union at. the time, .that 
is right. 

THE CHAIRMAN: There were perhaps more 
applications for loans than .usual? 

MR, GRIGG: ..That is right, sir, 

THE CHAIRMAN: .You could not meet the 
applications so you rationed the money? 

MR. «GRIGG 2 .,Qur principle .is..to..take.. care 
of the small lenders first, and then take care of 


the larger ones as sums become available. 
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THE CHAIRMAN: But the total amount in 
dollars of your loans during such a period would 
perhaps be less than the year before? 

MR’. GRIGG? No, the assets have never 
gone down. 

THE CHAIRMAN?” IU is just a@ Question of 
having more demand for loans than usual? 

MR. GRIGGt” Yes. 

THE CHAIRMAN: Not because of an increase 
in the amount of money given out? 

if. UnlGes tat ie 2ieios 

THE CHAIRMAN: That is about what it 
amounts to. 

COMMISSIONER BROWN: Do you find there is 
a coincidence between the increasing demand for 
loans and the tightness or slowing down in the build 
up of share capital? 

MR. de’GRANDPRE: I wonder if I might 
answer that question. In answering this question 
one must keep in mind the League's standpoint. I 
think we should say that there was a trend or 
pattern in this regard. Many credit unions, for 
instance, had a very steady growth in savings during 
that period. In other words, some credit unions, 
and I think Mr. Kelly will remember this, had available 
funds at that time in large amounts, whereas other 
credit unions definitely seemed to be influenced by 
monetary shortages. The loans were piling up in 


actual amount so that for a few months they were behind 
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and they had.to reduce loans for perhaps two or 

three months while they were behind in loan offerings 
until they caught up with the situation, but there 
definitely was no such influence directly. I would 
say that we felt those conditions in a very small 
way. Operations slowed down, but there was a steady 
increase in visible assets in all credit unions. 
However, we could not service the loans in many credit 
unions as easily as we were able to do before, We 
had to impose a delay and say to the member, for 
instance, that a certain portion of a loan was 
accepted by the committee on credit, however due 

to the money shortage he would have to wait until 
next month. However, in any event, things 
straightened out after approximately three months. 

COMMISSIONER BROWN: We gather this was 
not caused by a monetary situation, but was there 
an industrial pattern? | 

MR. de GRANDPRE: I would say it was a 
result of an industrial pattern more than anything 
else. 

COMMISSIONER GIBSON: Did you try to 
increase the value of share purchases by raising 
your interest rates at that time? 

MR. de GRANDPRE: Cne large credit union 
attempted to do this by increasing the rate on 
Savings rather than increasing the share capital. 
There was a response to this policy, but not to 


the extent that we expected. There was a steady in- 
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flow of money. 

COMMISSIONER GIBSON: That would not change 
quickly, I take it. 

MR. de GRANDPRE: The thing about this 
return is that it can only be made after the annual 
meeting. In other words a dividend is declared 
by the floor whereas the interest on savings can 
be changed more flexibly by management. 

THE CHAIRMAN: Otherwise it would not make 
much difference, would it, because as I understand it 
the capital is repayable. subject to demand? 

MR. de GRANDPRE: That is right. Both 
of them are actually. 

THE CHAIRMAN: Yes, so that the only differer 
is that the ome cannot be changed as readily as the 
other? 

MR. de GRANDPRE: That is right. 

THE CHAIRMAN: I notice that according to 
your brief you are studying the possibility of 
setting up a stabilization fund. Reference to this 
study appears at page 8O of your brief. I see that 
the amount of the annual investment of each credit 
union shall be a sum equivalent to one-tenth of one 
per cent of its total shares and deposits made to 
the fund before March 31 of each year. Has that 
fund yet come into being or is it still under 
consideration? 

MR. de GRANDPRE: It is under consideration 


and will be brought before a special general meeting, 
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I understand. 

THE CHAIRMAN: Is there a need for such 
a fund? 

MR. de GRANDPRE: I would not say an 
immediate need, but I would say rather that it is 
sort of a precaution against the future and may create 
a better feeling among members of credit unions 
who will face critical situations. We had an 
example of that in the movement in OMntario and 
it. is realized that a thing like that would certainly 
help the operation of the League and would help the 
movement in general because it would be a type of 


insurance against economic disasters. 
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THE CHAIRMAN: You mention an instance in 
Ontario: Wag that where there was a default of some 
kind? 

MR. de GRANDPRE: No, that was the case of 
A.V. Roe where an industry folded up within a short 
period, and members were going back to England. It 
wae done very smoothly, I understand, but froma 
business standpoint I believe a gtabilization fund 
would be more appropriate, 

THE CHAIRMAN: Well, a stabilization fund 
is to be used in some extraordinary situation. 

MR. de GRANDPRE: Which is an extraordinary 
situation only. 

THE CHAIRMAN: I recall in Ontario on one 
occasion there was one of the unions which became 
insolvent. because: the.-person,dn charge of the affairs 
of it -- he did not abscond with the money, but he 
apparently invested the, funds -in, certain investments 
that: turned, out badly ang all the membere lost heavily, 
but IT understand other credit unions came to their 
help. 

MR. de GRANDPRE: Yes. 

THE CHAIRMAN: But there was no legal require- 
ment for them to come: to their help; they just did. 

I wat wondering if the fund would also apply to special 
Situations ike. -that., 

MR. de GRANDPRE: It would. 

MR. GRIGG: Our Act does not permit us to 
make outside investments. We can only invest in our 


members and in government securities, but over and above 
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1 that our inspectors are watching even other investments. 
2 THE CHAIRMAN: Those are the inspectors 


3 appointed by the union league? 


A MRa bGRIGGs 1) Yea: 

5 MR, KELLY: In the Province of Quebec, if 
ral that had happened here, all our credit unions are 

7 covered up to 100. per cent protection. It would have 


8 been protected by; a bond. 
9 THE CHAIRMAN: But there is always the chance 
10 of someone absconding also. 


MR. GRIGG: We have a 100 per cent bonding. 


11 

12 COMMISSIONER MACKINTOSH: Your bonding won't 
13 cover you against bad business judgment. 

14 MR,y GRIGG: |No. 

i: MRe -KELLY3. If-d@-ig»,oen) the:faithful 

16 performance of the manager, yee. 

fe MR. de GRANDPRE: Yes, it is pretty well 

i‘ covered. The idea of the stabilization fund would 

i be, in the minds of the management of the League -- 

Ss there would be a complement of this insurance programme. 
by We feel; if they. .should encounter hardship, then the 


stabilization»fund would: come in. .,.Otherwise, if there 
is any misappropriation of funds or bad loans -- all 
thie is insured. From the standpoint of the members, 
theiz money.is secured. 

COMMISSIONER BROWN: You carry insurance 
against bad loans? 

MR. de GRANDPRE: Oh, yes. 

MR. GRIGG: No, not bad loans. 


MR. de GRANDPRE: You may keep it insured. 
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MR. GRIGG: If you have a sizeable loan 
and you want to keep it on your books and pay the 
insurance premium, once that member. becomes deceased -- 
itrig insurable until you find out he hag been declared 
legally dead, and then you make application to the 
insurance company. I don't know whether there have 
been any claims on that basis. 

MR; KELLY: There has been one. 

COMMISSIONER BROWN: That would not be 
standard practice. 

MR. GRIGG: >oNo. ;:You cannot declare, it as 
a bad loan and go to the insurance company. 

MR. de GRANDPRE: Actually, the rate is 
15 cents for $100, However, say a large loan was 
made to a person who became insolvent, it could still 
be carried on the books and on the death of this man 
the credit union would collect 100 per cent. 

MR. GRIGG: We do not have direct loan. 
insurance.»,We do, not declare any, loan.ags a bad debt. 

COMMISSIONER MACKINTOSH: How do you insure 
a satisfactory rate of mortality among the insolvents? 

COMMISSIONER BROWN: Apparently, it is a low 
rate % 

MR. GRIGG: Our statutory reserve does take 
carecof any loans which we declare as delinquent and 
impossible to collect, and it is 15 cents on $100. 

That is what our experience hag been. So, our statutory 
reserve funds are more than adequate to take care of 
that type .of logs. 


COMMISS IONER LEMAN: I would like to ask a 
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couple. of questions about the relationship of the 
League 1c: dpmatsatoumesd eredit unions. On page 5 
of the brief you estate; that there is a three-fold 
control or supervision of the credit unions through 
the Act itself, the by-laws, and then you say the 
inspection system maintained by the League. A little 
further on you say the League wae formed in 1941, 
so, Nae while it can be a supervisory and 
regulatory, asgociation, in. practice it.is, just. a 

big brother whose chief object ig to help member 
credit unions with their problems, (In one spot you 
gay there ig an inspection system, and. then you seem 
to. imply, it») does, not, work, in, practice. ° What is’ the 
fact? 

MR.’ KELLY soc Irdon'’ trthink thee reference 
there is - connected in that sense. We definitely have 
a very good inspection department. We go in and make 
inspect ions and audites,at: the ,end of thee year, and 
that ig a separate department. When we say "big 
brother", we teach our credit unions how to work, 
and work with our board of directors on an educational 
programme , and try to assist our committees to 
function, and counsel our members. 

COMMISSIONER LEMAN: So you do have an audit 
System? 

MR. KELLY: Definitely. 

COMMISSIONER LEMAN: And is it compulsory 
for a credit,union to belong to the League to accept 
this audit? 


MR. KELLY:ondf they are members of the League, 
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they accept it. 

COMMISS TONER LEMAN: They must do so? 

MRY “KELLY 2..0Ye a, 

COMMISSIONER LEMAN: Suppose the League 
auditors do find something they don't feel is desirable 
in the way the business of the credit union is conducted: 
Do they have any authority over the individual? 

MRY KELLY: Weocall the board,together and 
pointcitdoutvandrhave it rectified... We haven't had 
any objections to that, 

COMMISSIONER LEMAN: But it is on a voluntary 
baeies:othere:ie nothing in the by-laws that gives 
the League any authority over the individual union? 

MR. oKELLY: oInwould: not jsay.it .iseepeliled 
outs (no, butnthey accept. the fact we arevtrying»oto 
guide them on the right track, and if we say, "You 
are breaking the law", they listen to us. We have 
had’ people removed from the board of directors and 
had managers changed, and they have accepted that. 

COMMISSIONER LEMAN: So each union is audited 
atileast once a year? 

MR.oKELLY:* ‘Yes, andvevery time a manager 
changes. Before the new manager comes in we give 
an audit for the new manager. 

COMMISSIONER BROWN: How big a staff do you 
have? 

MR...KELLY::. Wechave three men:on»the road. 

We should have more, but can't affordrit. 

COMMISSIONER BROWN: Do they have to make 


this audit at least once a year? 
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MR, KELLY: At least once a year. For our 
new groups, we visit them quite frequently. 

COMMISSIONER BROWN: That means each member 
-ofeyour staff is around to a different credit union 
each week -- more than once a week? 

MR. GRIGG: They come heavily in the firet 
three months. We are required to have our annual 
meeting within 60 days of the year end, and a lot of 
the credit untons are ion the ifiscalsyéaryozo our 
heaviest concentration of that type of work is in the 
firet two months. After that, they go around too. 

Our credit unions are not: that large, as we have 

221 into the 38 million. We do not have too many 
large’ones, go they can go in and give a very good 
audit, or inspection, ag we call it -- very good 
inspection of the books in a day, so that they are 
able to do these inspections in time for our annual 
meetings. Then they go back during the year to see 
themuocecasionally whenever they feel it is necessary. 

COMMISSIONER BROWN: Along a slightly different 
line, credit unions have grown very quickly and are 
now really large business taken ag a whole across 
the country: Undoubtedly, one of the contributions to 
this growth»has been the exemption from taxation; do 
you think they have become strong enough that they 
could be subject to taxation now? 

MR. GRIGG: We would. not like to think so, 
because weido not thinkethat is the reason for the growth 
The growth is because of the common bond between the 


members, and in community types of credit unions such 
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ag you have seen and heard of in Western Canada 

there ig this common bond, and it is just a place 

for them to put their money in for saving and get 
their loang and financial assistance ag they need it. 
We do not always feel that they are getting stronger 
and could be taxed, because the same principles are 
governing as they grow bigger as governed when they 
were smaller. 

COMMISSIONER BROWN: You said you did not 
think the taxation had contributed to this growth. 

MR.) GRIGG s:.:Thevlack of taxation? 

COMMISSIONER BROWN: Yes. 

MR. GRIGG: In my own experience I would 
fee lgnot) 

COMMISSIONER BROWN: If it has not why would 
yous be so regretful to see lt? 

MR. GRIGG: Because it would be taking a 
Little more from our beanies and probably more costly 
in our operation. 

MR. KELLY: I would say we are still a non- 
profitable organization. All the: profite of our income 
go back to the members and members only. 

COMMISSIONER BROWN: This is true of every 
organization? 

MR. KELLY: »Notcoevery one. Every big 
organization has its ghareholders, and anyone can 
purchase ‘inva’ store.o“mOursloans can only be loaned to 
members only, and no-one else, 

COMMISSIONER BROWN: Isn't it true, though, 


that thege -- yours are mainly the industrial type, but 
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anybody that comes within the common bond can become 
a member and get a loan? 

MR. KELLY: But he must be within the common 
bond; he must be working within the industry. Outside 
he would not be allowed to be a member. In a community 
group, he must reside within the community or, if it 
le a church; ,.within théetehurchegroup, 

COMMISSIONER BROWN: But anybody within the 
organization can become a member? 

MR KELLY 38 Ohgoyes. 

COMMISSIONER BROWN: And thereby qualify 
to borrow? 

MR. KELLY: Yes; he must at least have 
one $5 share. 

MR. de GRANDPRE: May we underline this 
development of growth in the credit unions has had 
as. dts. gource an increase in share capital. In other 
words, the growth of the movement is not through the 
creation of large: surpluses over the years. _I think 
we haves to recognize thiss as a@ standard policy, that 
most of the credit unions distribute approximately 
85 to 90 per cent of their profits back to the members. 
In other words, over the years we find the reserves 
amounted to 1,102,000, which is a very small growth 
through profits when we consider the large amount 
of assets. In other words, this large growth is not 
through exemption from taxes. It is mainly through 
a large increase) in the savings of the members. it is 
anincrease of gehares and deposits over the years rather 


than an accretion of large surpluses. 
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COMMISSIONER BROWN: That is quite clear. 
MR. de GRAND PRE ; This, is the point we 
want,to stress. 

COMMISSIONER BROWN: But the exemption from 
taxation enables you to return to people and to make 
dividends to shareholders. 

MR. de GRANDPRE: Yes. Let us say the 
direct effectwpofitaxavion ‘inithis case “would “bea 
reduct,ion ‘of .the benefite given'’to the members. 

COMMISSIONER BROWN: Yes. 

MR. de GRANDPRE: Not to the credit union. 
it: would ibe idirectily aniinexvease effectively in the rate 
of interest charged by ‘the credit unions, -because the 
more we pay out of the profits the less we would have 
to, distribute to: the members. That would be, I imagine, 
a resume) of, this: effect: of eeene. teiecie Om these: ic red 1t 
unions. 

COMMISSIONER GIBSON: Can you give us an 
idea; as» to. why the credit union,: or particularly your 
branch of the movement has grown go rapidly in the last 
few years? What are the factors behind this growth? 
You. don't. give much weight to the tax factor. 

MR. de GRANDPRE: I imagine the common bond 
Seems to becatuthe( root ofsiti: Theres seem topbe 
Communistic relations between the members: They like 
to congregate and be members and be interested in 
the meetings. There ig an educational programme, and 
all these gide objects of the League seem to bring 
dividends, because it is definitely an investment 


of funds through shares and deposits. The members seem 
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to grasp the importance of savings. That, to me, 
seems to be the main reason. Education is being made 
towards saving, and they respond to it. 

COMMISSIONER GIBSON: I notice in your list 
of members, I would say the great majority of them 
were credit unions in a particular company. 

MR. de GRANDPRE: Yee, industrials. 

COMMISSIONER GIBSON: This is the rapid 
element of growth in recent years, isn't it? 

MR. de GRANDPRE: Yes. 

COMMISSIONER GIBSON: These are related 
frequently to labour unions? 

MR. de GRANDPRE: No, they would not be. 

MR. GRIGG: There is no influence from labour 
unions to influence members to join a credit. union. 
Generally speaking, the*credit union operates of its 
own in a given company, and if the company would grow 
in size with more employees, then the credit union 
will aed more members, and their savings, and &0o on, 
will go up. With the progression of years; even three 
years, some industries have increased quite a lot in 
the numbers of employees, so that with this progression 
the credit unions would grow in size. 

COMMISSIONER GIBSON: There is no particular re 
lationship between the growth of the credit unions and 
the recent development of the trade union movement? 

MR. GRIGG: No, no. There may be some credit 
unions which are sponsored by trade unions, but very 
few; and, generally speaking, even they are not 


influenced too much by their labour untons. They have 
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a separate board of directors which receives, you 
might say, its education from the League, 

COMMISSIONER GIBSON: In other words, when 
your people go into a company or plant they don't 
necessarily work through the trade union? 

MR. GRIGG: They go through the personnel 
department, 

COMMISSIONER GIBSON: There are several 
members interested perhaps, and they work through them? 

MR. GRIGG: That is the way most of them 
are formed. 

MR, KELLY: ©We like to see management first. 
If management gives its blessing, we know it is going 
vo -be.OvK. I would gay a lot of our growth is 
attributable to the mutual aid self-help programme, 
which we call it. Our members help themselves and 


they work with themselves on the common bond programme. 


| 
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The change in the demand for credit may have forced 
&@ Lotveof this, 

COMMISSIONER GIBSON: All over the country 
there -haseabeenithis rapid increase in the demand for 
the kind of union you are talking about. 

MR. KELLY: We.are able: to give service 
right on the premises. 

MR. CORMIER: Voluntary service by the 
various officers and committee members right on the 
plant -- spread out. 

COMMISSIONER LEMAN: We have heard from 
credit unions in other provinces, and there is a 


development elsewhere we don't find here, and that 
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ig this chequing privilege ag they call it -- although 
they were always careful not to call it ehequing; they 
called it “orders”. You don't Afby hie that service 
here. If the member wants to withdraw some funds, 

he has to come to your office -- he cannot just draw 
an ‘order on the credit union? 

MR. GRIGG: He is issued a credit union 
cheque, which is on the credit union's bank, or 
they make it in cash if they have cash on hand; but, 
generally speaking, it would be a cheque on the credit 
union's bank. 

COMMISSIONER LEMAN: Should we gather from 
your brief that you are against developing a chequing 
service? 

MR. KELLY: Wehave such’a high percentage 
of small credit untongs we would not want tosee them 
touching the chequing Service. They are too small, 
and they don't get their accounting up to date. Take 
a credit union of less than 200,000: I would not want 
to gee them touching chequing. They would not be able 
to gervice their members. 

COMMISSIONER LEMAN: Would you see some 
dangers for the credit union in the development of such 
a service? 

MR. KELLY; I can see a terrifically over- 
drawn account or N.S.F. cheques; that is one of our 
worries, We think the banks are giving the service 
they should be giving, and we don't want to walk into 
that fleld. There has not been @ demand in our members 
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COMMISSIONER LEMAN: Could you give us an 
idea of what I would call the turn-over of funds through 
withdrawals etce., ag compared with the total amount 
on deposit? 

MR. KELLY: It would be very low. Some groups 
have a high turn-over and othere don't seem to at all; 
they just seem to be piling up. 

MR. de GRANDPRE:; Very small, I would say; 
it seems to be a steady increage. 

MR. KELLY: I have seen the loans 100 
per cent ‘turn-over ima year. 

COMMISSIONER LEMAN: There is one item in 
your financial statements that I would like to get 
your comments on. It is on page 74 under the title 
"Loans Payable: 60. Loans from Quebec Central; 

Loans from Banks, and Loans from Others". What are 


these loans from others? 
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MR. GRIGG: Lots of credit unions loan in 
large amounts. I think Mr. de Grandpre handles 
larger credit unions and he may be able to give the 
answer for that large amount from others. 

MR. de GRANDPRE: When you consolidate 
the balance sheets loans from others would include 
a very large percentage from banks, from chartered 
banks. 

MR. GRIGG: There is a possibility of that. 

MR. de GRANDPRE: You take, for instance, 
the consolidation would have a few hundreds of thousands 
of dollars, I would say that would come from mainly 
loans from the Montreal city and District Savings 
Bank, Bank of Montreal, National Canadian Bank and 
Bank of Commerce. That would be loans obtained by 
credit union members of the League direct. through 
their bank. That would be chartered banks of 
Canada. It is very hard to say by heart, but I 
would say at least three-quarters of that would be 
from banks. I know of three credit unions who 


would borrow practically $400,000. Thateis why I 


can venture to say that three-quarters of that 
would come from chartered banks of @Ganada. That 
is being loans obtained by member credit unions of . 
the League directly from the bank they do business 
with. 


COMMISSIONER LEMAN: So item 61 would be ; 


loans from banks by the League itself, whereas loans 
from others would be loans from banks but drawn by 


the individual credit unions directly, is that right? { 
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MR. GRIGG:. Interlending goes on,too, from 
one. credit union to another. 

COMMISSIONER LEMAN: But if it is inter- 
lending between units in the group, if you have 
a consolidated balance sheet it should be lumped. 

In the consolidated statement, only third party 
items should be shown, not items between units. 

MR. de GRANDPRE: I think we would have 
a better idea by saying 61 and 62 should be grouped 
together and would represent chartered banks and 
interlending. 

MR. GRIGG: But before that you mentioned 
that one credit union may have a $500,000 loan from 
a bank. I know that. 

MR. de GRANDPRE: That should have been 
only one.item, 61. and, 62, that should have read 
"from Canadian banks and affiliated credit unions”. 

COMMISSIONER BROWN: Perhaps those figures 
should be the other way around. 

MR.. de.GRANDPRE: No, I think they should 
form only one total for $1 million because this 
has not been done with the idea -- I am right in 
Saying, Mr. Grigg? -- it has not been done with the 
idea of seeing a very clear division between the 
two groups. You know, in 62, where there is 
definitely a bank loan of some $400,000. That is 
included in.loans from others. It may be when the 
office work was done it may be the classification 
was not done properly. We tried to be accurate, 


but it was done under pressure. TI would say that 
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61 and 62 should be studied by the Commission 
jointly as being from banks and member credit 
unions. 

COMMISSTONER LEMAN: Again this deals with 
the relationship between the League and the individual 
units. Would you encourage units to loan to each 
other instead of going to the parent body -- I will 
call it the parent body -- being the League? 

MR. GRIGG: We are trying to educate them 
to use Central only, but some still prefer to loan 
it-directly. 

COMMISSIONER LEMAN: Are there different 
interest rates, or are there reasons why they would 
prefer to go directly to another credit union? 

MR. GRIGG: They may get a better interest 
rate. They would get it maybe at 5 per cent, whereas 
we would still charge 6 per cent and they could get 
a loan directly from maybe one credit union at 5 per 
cent. 

COMMISSIONER LEMAN: What do you grant 
individual credit unions if they have money on deposit 
with you on a term loan? 

MR. GRIGG: Well, we have not been giving 
that any consideration. If they want the loan 
they just ask for it directly. You mean the interest 
we pay on share capital? 

COMMISSIONER LEMAN: Yes. 

MR. GRIGG: 4 per cent. 


MR. CORMIER: Some can short circuit that 
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by getting their 5 per cent whereas the borrower 
through Central would have to pay 6 per cent. The 
borrower would only get 43 per cent so they have 
an interchange between themselves. The other 
one per cent is for the operation of Central. 
Central has to be operated. There are some costs 
of operating Central,..so.they have to ask.6..per .cent. 

COMMISSIONER GIBSON: Part of Commissioner 
Leman's mind was referring relative to some of the 
Centrals in other provinces which are small, and 
they keep just a little over one per cent of their 
assets, which is a very small percentage. 

MR. GRIGG: Mainly because our credit 
unions do not have those surplus funds. Most of 
our credit UR Lops are able..to loan .out the money. 
to their members. Centrals are built out of surplus 
funds and, .our credit, unions do, not ,have these 
surplus. funds -Go,.put into Central. 

COMMISSTONER GIBSON: Do you think a Central 
will develop @ your unions develop into relatively 
large organizations and that eventually they will 
keep a higher percentage of their funds with este ti 

MR. GRIGG: .We feel eventually they will. 

MR. CORMIER: This is the education that 
is looked for. 

MR. de GRANDPRE: That would be very 
gradual. because. the trend,,is. for,..each, credit union 
to manage its business and distribute as much as they 
can. 


COMMISSIONER GIBSON: But every credit union 
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you encourage to keep a certain reasonable level of 
liquidity, a you not, so they have some liquid 
assets? Does it matter too much whether they keep 
the liquidity in the form of short term investment 
or putit with the Central? What I was trying to 
get at was why they put so little with the Central. 

MR. de GRANDPRE: Demands have not been 
very heavy on Central. They have loaned to officers 
of credit unions who cannot borrow directly. But 
I mean there has never been a heavy pressure which 
would force the management of the Central to solicit 
larger investment through Central from affiliated 
credit unions. The demand has not been there. 

COMMISSIONER GIBSON: When you have here 
such a rapidly growing organization with a heavy 
demand for loans on the individual credit unions, 
what I cannot understand is why have they not been 
going to the Central and saying: "I would like to 
borrow some money"? 

MR. de GRANDPRE: The idea is that Central 
as it stands now is organized to service the loans 
of the officers of the various credit unions. 

COMMISSIONER GIBSON: Then its main purpose 
is different, is ‘it? 

MR. de GRANDPRE: Well now, that is the 
main source, but that is expanding now. There has 
not been any need -- there are some etacy for 
instance, which will be put into effect, but up 


to now mostly it has been used as a channel to 
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short circuit the requirements of the Quebec 
Cooperative sts ley pai says an officer of 
a credit union or supervisory committee cannot 
borrow from his credit union and this organization 
has been used to service loans to these officers. 
COMMISSIONER BROWN: This is not what 
your submission says. The consolidated statement 
showed that the member unions have a deposit of 


$352,000 with Central and have borrowed from Central 


more than half of it, $210,000. 
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MR. GRIGG: In the last two years we have 
had a trend wnere the credit unions are starting to 
borrow from Central but previous to that it was 
members only. 

COMMISSIONER BROWN: This may be possibly 
because you have not got the same type of seasonal 
business that operates in other provinces where certain 
unions have surpluses at various times of the year 
and the Central serves as a clearing house for this | 
Surplus. 


MR, CORMIER: Yes, whereag we do have a 


steady rate of business where we do not have too many | 
bunches of surplus. 
COMMISSIONER BROWN: Mr. Gibson was bringing 


up the point about liquidity. What liquidity ratio 


do you recommend to your members? 
MR. GRIGG: We try to get it as large as | 
possible, between 5 and 10. 


COMMISSIONER BROWN: What do you mean by 


that -- cash? 

MR. GRIGG: As much as possible in the bank 
so that they can immediately handle any withdrawal 
because that is the biggest problem. Loans they can 


always defer; members when they want a withdrawal 


want it immediately go we try to have it there. 
Central will do the same thing. We try to service | 


withdrawals immediately. 


COMMISSIONER BROWN: One of the points Mr. 
Gibson was bringing out was that you might encourage | 
| 


them to keep thie in a Central and thereby kind of 
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consolidate the whole liquidity rate. 

MR. CORMIER: But Central would have this 
problem of having to keep a high liquidity. Most of 
our liquidity would be kept in chartered banks and 
Central takes care of our reserves rather than 
liquidity. 

COMMISSIONER GIBSON: I was just asking 
a question, Mr, Brown. I wag not objecting to this. 

COMMISSIONER BROWN: Oh no, we are trying 
to find out your thinking in doing things one way 
rather than another. 

MR. CORMIER: I think this would be where 
we encourage our credit unions to deposit more of their 
reserves, more, than their actual liquidity because 
if Central were working ag a clearing house and we had 
a chequing eystem the situation would be different 
but. as it is now these deposits. with Central are 
mainly, i think, you would find a statutory reserve 
as -required.by law which,-we. have to deposit ina 
Separate account other than our main account with the 
chartered ;/banks:,; ; We are; not. supposed .to be. lending 
that mone y.-out..; o,Lt,,is ,supposed -t.o .be, Set. up as a 
yeserve in an-account other than our main account. 
When we are talking about doing business it is strictly 
with our assets and not our liabilities which our 
nesexve fund 1s. 

COMMISSIONER LEMAN: Do you have any 
Statistics showing how much borrowing there hag been 
between units in a group? 


MR. GRIGG: You mean from one credit union 
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to another? 

COMMISSIONER LEMAN: Yes, 

MR.°O GRIGG: Actually, it “is very, very 
smalaee Pecould’ name five credit unions who are the 
only ones who ever’ do it. The other credit unions 
have enough to loan out. 

COMMISSIONER LEMAN: In your recommendations 
you suggest that it would be good if there was a 
development of some legislation in the Province of ) 
Quebec to cover this movement. Have you made any i 


approaches to the authorities about this over the 


years? 


= Se 


MR, CORMIER: The Act is on the point of 
being under revision now, It ig a Government Bill 
that is going forward. We have made a little submission 
and we hope’ when the first’ reading ts out we will be 
able to make more concrete suggestions along those ) 
lines. We believe this to be presently in'this Session 
as a first reading. We have our counsel interested 
in working on that now as a matter of fact. 
COMMISSIONER BROWN: I gather that you have 


no'@irect relationship with the Caisse Populaire as 


MR, CORMIER: That is right, gir. 

COMMISSIONER BROWN: Are they a competitive 
element? 

MR, GRIGG: No, we have very good public 
relations with them but they have a different service. 
They are servicing their members on a par with which 


we are and they do a chequing service which we do not. | 
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THE CHAIRMAN: You do not overlap? 

MR. GRIGG: I would say there are members 
who belong to credit unions who are algo members of 
Caiggse Populaire. 

THE CHAIRMAN: Well, the one is concentrated 
more in certain areas and the other in other areas, 
would that be so? 

MR.’ GRIGG: No, the Caisse Populaire cover 
the province. They blanket the province pretty well. 
After all, they have 14,000 members and we have only 
200, I mean member private unions. 

COMMISSIONER BROWN: Is there gome explanation 
for the disparity in growth? 

MR, de GRANDPRE: 60 years probably. 

COMMISSIONER BROWN: Is it because of the 
different approach, because of the slightly different 
philosophy and slightly different services? 

MR. GRIGG: I think primarily es we re; 
started to service French speaking parishes and I 
think now they are servicing other than that whereas 
we were primarily started for industrial only go we 
would be on @ gemaller scale, 

COMMISSIONER GIBSON: Your loans are mostly 
personal loans? 

MR. CORMIER: Yes, 

COMMISSIONER GIBSON: I notice you say the 
average loan is around $400. What sort of range would 
there be there -- what to what? If your average loan 
is $400 what would be the highest and the lowest? 


MR, CORMIER: Probably $500 up to $2,000, 
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COMMISSIONER GIBSON: It would not go over 
$2,000? 

MR. GRIGG: In the larger credit unions. 

MR. CORMIER: At those rates of interest 
if you get into $6,000 or $7,000 loans they would have 
other sources of credit, I think. 

COMMISSIONER GIBSON: Do you act much in 
the mortgage loan business? 

MR. CORMIER: Well, you see there we have 
$1 million, 

MR. GRIGG: No, that is just the large 
credit unions. 

COMMISSIONER GIBSON: A pretty small 
percentage? 

MR GRIGG so" yes! 

COMMISSIONER GIBSON: Is this something 
whdchidevelops;) whennateredit unions gets large they 
tend to go“into:.thie business? 

MR, CORMIER: When they get that large 
they may have surplus funds which they would use as 
mortgage money but I would say you would have to be 
quites larger befores youncould undertake mortgages because 
of the ratétofiiturn+ovéerere Inrourntmallerwcredit unions 
we know this turn-over is a very small percentage 
in order to keep on gervicing the members, 

COMMISSIONER GIBSON: Do you regard this as 
a natural evolution that as they get big they tend 
to get into medium and long-term loaning or do they 


remain mostly with the personal loans? 
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MR. GRIGG: There certainly would have 
to be a ratio in larger credit unions between money 
and mortgage loans to pergonal loans if they intend 
to maintain the 4 or 44 per cent dividend, because 
with these insurance programmes that we are carrying 
on, and considering that we are paying 44 per cent 
in rebates there is not much left out of the one 
per cent per annum that we charge. That in turn means 
that if there is too high a ratio -of mortgage monies 
the possibility of paying rebates and dividends is 
limited. 

COMMISSIONER GIBSON: Do you make any 
appreciable number of loans to co-operatives? 

MR. KELLY; None at all. 

COMMISSIONER GIBSON: You do not make business 
loang except in the sense of pergonal loans to members 
who might be in business? 

MR. KELLY: That is right. The. member would 
etill have to go to a community group because none 
of our industrial members have businesses on the gide. 

COMMISSIONER GIBSON: This would only be done 
through community groups? 

MR, KELLY: There are only a few loans made 
to members who have gmall businesses. 

THE CHAIRMAN: What sort of mortgages would 
you buy? 

MR. KELLY: First mortgages only. 

THE CHAIRMAN: Would you give us some idea 
of the amount of the mortgage that you would be 


interested in? 
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MR.GRIGG: We would be interested in mortgages 
in the amount of $8,000 to $10,000 probably. 

THE CHAIRMAN: Mortgages of $8,000 to 
$10,000? 

MR, GRIGG: They are »generally on single 
unite or duplexes which would probably require 
$14,000. They would not be on anything more than 
duplexes, 

MR. de GRANDPRE: On the average they would be 
under $10,000. 

MR. GRIGG: Yes. 

MR, KELLY: Our loan protection stops at 
$10,000 and we try to keep at that level. 

COMMISSIONER MACKINTOSH: I recall asking 
questions about mortgage loans in another province 


and discovering that quite a substantial fraction of 


them were not loans for the building of houses ‘or the 
acquisition of real estate but merely tdoans. for which 
security had been taken in the form of a mortgage, and 
the purpose of the loan was quite different. 

MR, GRIGG: Il ‘believe ours are etrictly 
mortgage loane Tor the,acquisition of property. 

THE. CHAIRMAN: Thank you very much gentlemen. 
We found your briefevery interesting indeed and will 
give it very-careful cone ideration. 

MR, GRIGG: . Thank you. 

THE CHAIRMAN: The Commission will now 
adjourn until tomorrow morning at 9.15 when we shall 
hear briefs from The. Laurentide Finance Corporation, 


The Industrial Acceptance Corporation and Business 
Dynamics. 


---- Adjournnent. 
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F OREWORD 


This brief has been prepared, and is 
submitted by the Quebec Credit Union League 
Which represents 221 Credit Unions in the Pro- 
vince of Quebec. 

This brief is restricted in presenta- 
tion to the operation of Credit Unions in the 
Province of Quebec. 

These Credit Unions are separate and 
distinct from Les Caisses Populaires with which 
there is no affiliation or working arrangements. 

Among the subjects which are suggested 
as pertinent matters for comment in briefs to 
be submitted by Credit Unions to the Royal 
Commission on Banking are several to which no 
reference is made in this brief, because we 
consider they come within the scope of the 
National Association of Canadian Credit Unions. 
We have, therefore, refrained from expressing 
our views on: 

1. The responsiveness of share business 
to changes in the return on-shares. 

2. Views on the capital market. 

3. The proper field (s) of activity of 
Credit Unions. 

4, Relationship with other intermediaries. 

5S. Adequacy of the regulatory system. 

6. Financing of regulatory authorities. 


7. Credit Union contacts with the Bank of 
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Canada and the Minister of Finance. 


SUMMARY 


"Tall Oaks from Little Acorns Grow". 
(Lewis Duncombe - 1711-1730 - 
De Minimus Maxima (translation) ) 

The Credit Union movement in North 
America was born in the Province of Quebec. 

A one-man rebellion against usurious 
money-lending practices in the Province of Quebec 
created a new chapter in the economic life of 
Quebec and, as history proves, of Canada and 
the United States. 

Late in the nire teenth century, 
Alphonse Desjardins, at that time a Quebec 
legislative newspaper reporter, was incensed 
by the high rate of interest charges on loans. 
He studied the experience of Frederick William 
Raiffeisen, Mayor of Flammersfelt, a small town 
in Germany, the originator of the Credit Union 
idea, over 100 years ago, and established the 
first Credit Union in Quebec (and North America). 
In 1900 the first investment was "one dime and 
the total of the first receipts amounted to $26." 

Under the laws then in existence, 
Desjardins had to accept responsibility for 
"every nickle invested in his Credit Union". 
This, he did and, undaunted by criticism of his 
wife and friends, he developed the first Credit 


Union. Today the Credit Union formed by 
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Desjardins now known as Caisse Populaire has 
assets exceeding $1,000,000; there are over 
4,000 similar Credit Unions and Caisses Popu- 
laires in the ten provinces of Canada of which 
221 are in Quebec, with a (Quebec) membership 
exceeding 82,000 men and women engaged in 
industry and government services. 

In the last year for which statistics 
are available (1960), these Quebec Credit Unions: 
Loaned $30,561,809, to members 

Made available $2,700,401. to members 

for mortgage loans. 

Their total investments amounted to 

$2 Be hl len 

Their reserves amounted to $1,102,842. 

Their assets totalled $38,673,955; 

Their liabilities of. $38,673,955. included 

(a) $34,701,222 owing to members; 

(b) $1,216,969 owing for loans; 

(c) $1,652,922 in surplus account and 

(c) $1,102,842 in the reserves account. 

Income of 200 Credit Unions for that 

year totalled $2,798,446; expenses, 

$1,144,993 and retained earnings, 

$1,653,453, 

Shares held by members of Quebec Credit 
Unions in that year totalled 28,949,000 and 
members! deposits $5,752,222. 

These figures, however, represent only 


a small segment of the part played by Credit 
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Unions in the economic life of Quebec which can 
be multiplied a thousandfold if the comparison 
is extended to the other nine provinces and the 
United States. 

Historical records prove that, following 
the lead of Desjardins, the first three Credit 
Unions of which we have knowledge were formed 
in 1937 in Montreal; 14 were in operation in 1941. 

The underlying and basic rules under 
which Credit Unions operate in Quebec - as else- 
Where - are simple in understanding, observance 
and application. 

Credit Unions are groups of men and 
women banded together to create "a pool of 
dollars" out of their own resources which can 
be used to help fellow members when they need it, 
subject to well defined and stringent rules 
governing the loaning of monies by, and to, 
these members. 

In connection with loans to members 
and losses thereon, the attention of the Commission 
is directed to the chapters in this brief which 
deal with 

(a) the low loss record - 15¢ on every 
$100 loaned. 

(b) the human methods employed in 
dealing with delinquent and un- 
collectible loans. 

The scope of Credit Union operations 


has been extended far beyond the guiding motive 
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explained in the foregoing paragraph. Today, 
for instance, services are made available which 
are of inestimable value to members and their 
families, To quote only two illustrations - of 
Which there is a more detailed explanation in 
this brief:- If a member becomes involved in 
what, to him, appear to be insurmountable 
financial difficulties he can, in strict con- 
fidence discuss them with officers or committees 
of his Credit Union. They, in turn, invariably 
find ways and means of overcoming these diffi- 
culties to a point where the member regains 
"peace of mind", This alone has repercussions, 
viewed from the humanitarian standpoint, inas- 
much as the member becomes more tractable in 
his family life and at his work. 

Educational committees too "spred 
the gospel" of the movement and demonstrate the 
many services which Credit Unions provide both 
for members and prospective members. 

There is a threefold control and/or 
supervision over the Credit Unions in this pro- 
vince through: 

(a) The Co-operatives Syndicate Act 

(bo) The by-laws governing the operations 

of the Credit Unions which call for 
a system of rigid checks and counter- 
checks to protect the investments 

of members either in shares or de- 


posits, the granting of loans, and 
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financial accounting methods. 

(c) The inspection system maintained by 

the Quebec Credit Union League. 

Detailed explanations concerning (a) 
(bo) and (c) are given in the brief and/or 
appendices, 

The attention of the Commission is 
also directed to the loan and life insurance 
protection, itade available at no cost to members. 

The interest rates charged by Credit 
Unions in the Province of Quebec are reasonable 
and compare favourably with those charged by 
banks. They are considerably less than those 
charged by profit-making loan companies and 
by stores or other business establishments who 
depend in large or small measure on the instal- 
ment type of business. 

This single fact suggests there are 
tremendous possibilities for expansion of the 
Credit Union movement in this province, and, it 
can be assumed positively, in other provinces of 


the Dominion. 
QUEBEC CREDIT UNION LEAGUE: 


This was formed in 1941. In effect, 
While it can be a supervisory and regulatory 
association, in practice it is "a big brother" 
whose chief object is to help member Credit Unions 
with their problems. At the same time it guides 


groups which plan to form a Credit Union through 
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representatives; it counsels the officers of 
the new Credit Unions; it conducts an educa- 
tional programme to enlighten the public in 
the movement. The Q.C.U.L. also maintains a 
watchful attitude on all matters of interest to 
the Credit Unions at the Provincial Legislative 


level. 
QUEBEC CENTRAL CREDIT UNION 


Is an ancillary body formed in 1951 
whose functions are: 

To satisfy the needs of Credit Union 
officers who are forbidden to obtain loans from 
their Credit Unions; 

To assist member Credit Unions to 


meet demands:when their resources are insufficient. 
SUMMATION 


The strength of the Credit Union move- 
mentiiin Quebec far outweighs the weaknesses. 
Notwithstanding, legislative control is not on a 
par with that in other provinces and other im- 
provements in rules governing our operations are 
needed. Details of suggested improvements are 
contained in the recommendations listed in our 


brief. 
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HISTORY OF CREDIT UNIONS IN QUEBEC 

It may be said that the Credit Union 
movement in Canada was born in Quebec. Historical 
records reveal that, in the latter part of the 
19th century, a Quebec legislative reporter, 
Alphonse Desjardins, became concerned about 
exorbitant rates of interest charged for loans. 
He studied the experience of Frederick William 
Raiffeisen, Mayor of a small town in Germany, 
the originator of the Credit Union idea, and 
became so impressed that, in 1900, he decided 
to form his own Credit Union, now known as 
Caisse Populaire. 

Under the laws of Canada then in 
existence, the person who launched such an 
enterprise showed unlimited liability for the 
total assets of the business. But Desjardins 
accepted this responsibility and despite this, 
and the grave concern of his wife, he set up 
a Credit Union. It is interesting to note that 
today, no member has any liability beyond his 
shareholdings. 

Desjardins started very modestly for, 
as he described it, "the first investment was 
one dime and the total of the first receipts 
amounted to $26.000". 

Today, this same Credit Union has assets 
of more than $1,000,000. 

Desjardins spent six years examining 


all the aspects of this first Credit Union to 
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determine its soundness. Then he began organizing 
additional Credit Unions (which were named 
Caisses Populaire). 
In 1937 the first Credit Unions were 
organized in Quebec; 
1. The Quebec Telephone Workers! Credit 
Union which was organized to ser- 
vice employees of the Bell Tele- 
phone Company; 
2. Strathcona Credit Union, to service 
employees of the Y.M.C.A. in 
Montreal; 
5. Charles C. Frosst & Company Credit 
Union, to service employees of that 
company. 
4, Delphic Credit Union to service Sun 
Life Employees. 
Four years later, 14 Credit Unions 
were in existence and they united to form what 
was then known as the Montreal Federation of 
Credit Unions. The following year, in 1942, the 
name was changed to the Quebec Credit Union League. 
Today, twenty-five years after the 
formation of the first four Unions, there are 22el 
active Credit Unions in this Province. As at 
December 1960, there was a total membership of 
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HOW A CREDIT UNION IS FORMED 

The Sociale atias ane operation of a 
Credit Union in any part of Canada are guided 
by basic principles common to all. 

As an illustration: The employees of 
XYZ Mfgzg. Co., in Quebec, desire to start a 
Credit Union. A minimum of 100 employees must 
signify their desire to be members, and the 
Co-operative syndicates Act in Quebec stipulates 
that at least twelve of this number must sign a 
memorandum of association. Each employee who 
desires to become a member pays an initiation 
fee. He must buy at least one $5. share, but 
there is no restriction on the number of shares 
he or she can purchase. These shares, in units 
of $5., earn dividends as explained in other 
sections of this brief. The member can also 
invest any amount each payday. 

There are, however, certain variations 
in the types of Credit Unions, for example, THE 
GROCERY BUSINESS. These Credit Unions function 
similar to other Credit Unions, with the excep- 
tion that they are set up to assist the owners, 
through loans, to purchase the necessary fixtures, 
make improvements to the building, ?rédecorate 2 
stores, etc. 

In some cases, the amount of interest 
paid by borrowing members exceeds the amount 
needed to take care of the items enumerated. 


In such tnstances the excess of income is returned 


ON ° 
—@aMBOT: er vom. ria ID AS WC 


gs to- Kotdateqed ‘elie nottesttisats a mar: his . 


bebiua ets shansd to pevine wns at noni: ‘atberd — 
ro.e. \Lfls ted rommoo selqtontaq oLasd vd 

to assyolqme efT rmotisttas£ifens @A 92%: 
‘fhe vO gettrate od -ertesd ,oedend mf. .00 ~ RIM sux. 
tgaum esevolome OOL to sumtnim A .ntotnU tibexd 
* edt bas ,atedmem sd ed otteeb sted Ytinala 
eetsaluqita cedex nt ToA gadaothaya. ovidsteqo-o09 


‘p Rate teverisdmun eidd to eviews tesol ts ¢sdd 


-qeoxe sdi déiw ,.anoinY sfbetd werde ot talimte 
avenwo edd tetass of dy tes ots ‘vedd dadd notd 


~estmadxtt vwrsdaesen edd seedotud of ‘.ansol dsno tad 


orw seyolqms aosd ,aotdefooaas to mubaatomem pe } 
‘ech da thins As aveq isdmem s stooced oF sexrtaeb ist es 
dud .stedeolcé dno tasel ts wd teum sH .set i 4 
aetade to-redmmn sdi no ooftoiegest on alt etedd iat | 
etiow ot ,egeteris —_ ,cesdeteg mgo ede to od ef 
tered nt bentslaxe as abtebtvib mise ..2e to Her | 
sible bloa rodmem siT .Istcd efdd to anoldose i VE 
.wsbysq dose tavoms ves teevet., él 
anobdsitsv mtstves .tevewond .sts sTeAT Ri . 
aT olqmaxs 0% aro fnU dibey0 lo Beqyd edd ‘nt og | 
stottonwl enolase dibsso sesdT .cexulava YAAOOAD Is | 
gs 


c stst0 cebes¢ (antbl iud aft ot etnomevotqmi sidm 
odte ,eetotva 

q 4" jeersdnt to tavoms edt .geeso emoa al 
dnwoms edt ebessoxe atedmaen aniwotrod vd Bbisq 


-betstomuns emedt edd to erso east od bebsen 


Nethercut a Young 
Terente, Ontario A1198 


to the borrowing members in the form of an 
interest refund. 
Use of Members! Funds 

Money paid for shares and the invest- 
ments of members are loaned to those seeking 
loans at an interest rate of 1% per month. on 
the unpaid balance. This interest rate, if 
paid in equal monthly instalments, amounts to 
$6.50 per $i1L0. per year. 

This interest income is used to meet 
the normal costs of operating the Credit Union, 
to maintain proper reserved® and undivided 
earnings, and to pay reasonable dividends. 

A consideration that is usually entirely 
overlooked is that each dollar only need be in- 
vested once - but each dollar can be reloaned 
indefinitely. 

For the sake of illustration, if one 
hundred persons form a Credit Union and each 
member regularly invests one dollar each week, 
during the first year 52 one-hundred-dollar loans 
can be granted to be repaid over a period of 
twelve months. During the latter part of the 
first year and the early part of the second year 
these loans will be repaid. Also, an additional 
one hundred dollars will be invested each week 
of the second year. Therefore, during the 
second year 104 one-hundred-dollar loans can 
be granted to be repaid over a period of twelve 


months. This progression will continue for so 
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long..as the investments continue. 

In actual practice the number of 
members will increase, the amounts invested 
and the amounts borrowed will vary, and the 
length of time taken for repayment will differ. 
Also, a few withdrawals will occur from time to 


time. 
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GROWTH OF CREDIT UNIONS IN QUEBEC 

Since 1961, there has been a geographical 
trend and the movement is spreading continually 
throughout the Province of Quebec. 

The growth of Credit Unions has reached 
such a point, and there is such a steady demand 
for new Credit Unions, that a management con- 
sultant is now studying our present set-up before 
presenting a plan dealing with the further growth 
and development of Credit Unions within the 
Province, 

A tabulated list of Credit Unions in 
the Province of Quebec follows: 

ACE CREDIT UNION, Canadian Allis Chalmers. 

AERO CREDIT UNION, Canadian Pratt & Whitney 

AIRCRAFT CREDIT UNION, Canadair Limited. 

AIRPORT CREDIT UNION, TCA Dorval 

ALVERNA CREDIT UNION, English-speaking Fraternities. 

ANGUS SHOPS CREDIT UNION, C.P.R. Company. 

B/A EMPLOYEES CREDIT UNION, B/A O11 Company 

BCU CREDIT UNION, Bakers International Union. 

BEAUHARNOIS CREDIT UNION, Beauharnois Powerhouse 

BEAVER CREDIT UNION, Canadian Pacific Employees 

BERACHAH CREDIT UNION, Community Park Extension 

B.O.A.C. CREDIT UNION, B.0O.A.C. Employees Credit 
Union. 

BOMAC CREDIT UNION, Printers 

BONA CREDIT UNION, Canadian National Railways, 
Bonaventure 


BORDER CREDIT UNION, Spencer Supports 
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BP CREDIT UNION, British Petroleum Co. 
BRANDRAM HENDERSON CREDIT UNION, Brandram Henderson 
BREVNAT CREDIT UNION, Federal Civil Servants 
BUFFALO CREDIT UNION, Order of Buffaloes, 
Iroquois Lodge 
BUILDING PRODUCTS CREDIT UNION, Building Products 
Limited 
BUSH EMP, CREDIT UNION, W. J. Bush, (Can) Ltd. 
CAE CREDIT UNION, Canadian Aviation Electronics Ltd. 
CANADA PACKERS CREDIT UNION, Canada Packers Limited 
CAN. PETROFINA CREDIT UNION, Canadian Petrofina 
CAN. SCHENLEY CREDIT UNION, Employees of Canadian 
Schenley 
CAN. TABACOFINA CREDIT UNION, Canadian Tobacofina 
CANAT CREDIT UNION, CNR Telegraphs 
CANBANCO CREDIT UNION, Canadian Banana Company 
CANBRO CREDIT UNION, Canadian National Express 
CANCO CREDIT UNION, American Can. Co. of Canada 
CAPITAL CREDIT UNION, Canadian Pacific Railway, 
Quebec City 
CARTIER CREDIT UNION, Kraft Foods Limited 
CARTONS CREDIT UNION, Cartons Limited 
CENTURY CREDIT UNION, Community, Lachine 
CHALMERS UNITED CREDIT UNION, Chalmers United Church 
CHAPAIS CREDIT UNION, Residents of Chapais, Que. 
CHECKERBOARD CREDIT UNION, Employees of Ralston 
Purina | 
CHERRIER CREDIT UNION, Canadian Arsenals Limited 
CNR CHAMPLAIN CREDIT UNION, Canadian National 


Railways, Quebec 
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CNR SENNETERRE CREDIT UNION, Canadian National at 
Senneterre 

COMPASS CREDIT UNION, Weaver Coal Company 


CONSEIL DU TRAVAIL DU TROIS RIVIERES, 


CONTAINERS CREDIT UNION, Shipping Containers, Bathurst 


COPPER CREDIT UNION, Canadian Copper Refineries 


CPI PAINT CREDIT UNION, Canadian Pittsburgh Industries 


CRANE CREDIT UNION, R.L. Crane 
CRAWFORD PARK CREDIT UNION, Community 


CROYDON CREDIT UNION, Social & Municipal Association 


CUSTOMS & EXCISE CREDIT UNION, Dept. of Customs 


and Excise 


DARLING BROS. CREDIT UNION, Darling Bros. Emp. 


DAWBRO CREDIT UNION, Dawson Bros. Ltd. 


DENNISON CREDIT UNION, Dennison Mfg. Co. of Can.Ltd. 
DEPCO CREDIT UNION, Dominion Electric Protection 
DIAMOND CREDIT UNION, Dominion Glass Co. 


DOMBRICO CREDIT UNION, Dominion Bridge Co., Lachine 


D. DONNELLY CREDIT UNION, D. Donelly, Ltd., 
DRUMBUSF ORM CREDIT UNION, Drummong Business Forms 
EASTERN ABATTOIRS CREDIT UNION, Eastern Abattoirs 
E. B. EDDY 'CREDIT..UNION, E.B. Eddy Co. 
ELCON CREDIT UNION, Otis Elevator Co. 
ELECTRICAL CREDIT UNION, Electrical Construction 
Workers 
ELMHURST CREDIT UNION, Elmhurst Dairy 
FATRWAY CREDIT UNION, Royal Typewriter 
FEDERATED CREDIT UNION, Federated Metals 
F.E.S.C.T CREDIT) UNION, “Federation of English 


Speaking Catholic Teachers. 
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FIVE STAR CREDIT UNION, Fry-Cadbury Ltd. 
FLIGHT CREDIT UNION, Bristol Airplane of Canada Ltd.|, 
FOXBORO CREDIT UNION, Foxboro Company 
FRIGATE CREDIT UNION, Canadian Vickers Co. 
GENERAL FOODS CREDIT UNION, Emp. of General Foods 
GENIE CREDIT UNION, Quebec Natural Gas 
GLEN CREDIT UNION, CPR, Glen Yards 
GREENFIELD PARK CREDIT UNION, Community 
G.S.W., CREDIT UNION, General Steel Wares 
GURNEY CREDIT UNION, Tappan-Gurney Ltd. 
GYRO CREDIT UNION, Sperry Gyroscope Co. of Can.Ltd. 
HART BATTERY CREDIT UNION, Hart Battery Co. Ltd. 
HIBERNIAN CREDIT UNION, Ancient order of Hibernians 
HOLY CROSS CREDIT UNION, Holy Cross Parish 
HULL PACKERS CREDIT UNION, Canada Packers Ltd. 
HUMP YARD CREDIT UNION, CNR, Montreal Terminals 
HYDRO QUEBEC (OFFICE) CREDIT UNION, Hydro Que. 
EM. (fc) C.U. 
IDEAL UPHOLSTERING CREDIT UNION, Ideal Upholstering 
Co. Ltd. 
IMPERIAL OIL CREDIT UNION, Imperial Oil Co. Mtl. 
E. Refinery 
L'INSTITUT CULTEREL CREDIT UNION, Cultural Association 
ITTESCO CREDIT UNION, Int. Tel. & Telegraph 
Electronic Services 
JACQUES CARTIER CREDIT UNION, Montreal French Printer 
JENKINS BROS. CREDIT UNION, Jenkins Bros. Ltd. 
KAMOURASKA CREDIT UNION, Community Group 
KEBECTEL CREDIT UNION, Bell Telephone Co. for 


Prov. of Quebec 
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KIDDE EMPLOYEES CREDIT UNION, Walter Kidde & Co. 
‘of Canada Ltd. 

KILLARNEY CREDIT UNION, CPR Express 

LABATTS CREDIT UNION, Labatts Brewery, Ltd., 

LA PATRIE CREDIT UNION, ‘Da Patrie Employees 

LASALLE WORKS, Lasalle Dosco Co. 

LAURENTIEN HOTEL CREDIT UNION, Laurential Hotel 
Employees 

LAWSON LITHO CREDIT UNION, Lawson Litho & 


Folding Box.Co. Ltd. 


LITHOGRAPHERS CREDIT UNION, Lithographers (Mtl) C.U. 


LONGUEVET CREDIT UNION, Longue Pointe Garrison 


MARCONI EMPLOYEES CREDIT UNION, Canadian Marconi Co. 


MAZEPPA CREDIT UNION, Ukrainian Orthodox Cathedral, 
Ste. Sophia 

MECO EMP CREDIT UNION, Meco Limited 

MOLSONS CREDIT UNION, Molsons Brewery 

MONBATTEN CREDIT UNION, Rapid Grip and Batten 

MONSANTO CREDIT UNION, Monsanto Canada Limited 

MONTEX CREDIT UNION, Spinners Ltd., Leach Textiles 
Ltd. 

MONTREAL FIREMEN CREDIT UNION, Montreal Firemen 

MONTREAL LITHUANIAN CREDIT UNION, Lithuanians of 
Montreal. 

MONTREAL POLISH CREDIT UNION, Polish Community of 
Montreal. 

MONTREAL RADIO & TV CREDIT UNION, Radio Canada 
& CKVL 

MONTREAL TAXI CREDIT UNION, Montreal Taximen 

MONTREAL TRANSPORT CREDIT UNRON, Mohtreal Transport 
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MOORE EMP CREDIT UNION, Moore Business Forms 
MCDONALD CREDIT UNION, McDonald Appliance Service 
MCGILL CREDIT UNION, CNR Employees 
NAVARMDEP CREDIT UNION, Naval Armament Depot, 
Dept. of Nat'l Defence 
NAVDEP CREDIT UNION, National Defence, Navy 
NOTRE DAME DU SACRE COEUR CREDIT UNION, Notre 
Dame Parish 
NORCOBRASS ChEDIT UNION, Noranda Copper and Brass L 
NORMETAL CREDIT UNION, Normetal Mining Company 
NORTH STAR CREDIT UNION, TCA, Bowntown Employees 
OSEACOM CREDIT UNION, Can. Overseas Corp. 
Telecommunications 
OUR LADY OF FATIMA C.U., Parish 
P.A.P.T. CREDIT UNION, Protestant Assoc...of Prot. 
Teachers 
P.B.Q. CREDIT UNION, Pitney Bowers of Can. Ltd. 
PHARMA CREDIT UNION, Ayerst McKenna & Harrison 
PHILLIPS CREDIT: UNION, Phillips Electric 
PHOTOTECHNIC CREDIT UNION, Phototechnique 
PLACE VIGER CREDIT UNION, CPR 
POLISH COMBATANTS CREDIT UNION, Polish Combatants 
PREMONT CREDIT UNION, Grier Paper 
PRINTERS CREDIT UNION, English Printing Shops 
PROCTOR & GAMBLE CREDIT UNION, Protector & Gamble 
Co. of Canada 
PROVINCIAL TRANSPORT CREDIT UNION, Prov. Transport C 
QUEBEC CENTRAL CREDIT UNION, Quebec Municipal Worker 


RAND CREDIT UNION, Can. Ingersoll Rand 


Ly ee ae 
"amo aesntau® extoom 


| - noswosant Mo | (MoTMs evaastD JaTDOM 
mie .toaed tremsit A faven MOIMU TICHAD SHQMAAVAK 


BB to! TOS eons ted [teh tor \weed eras 


wy sll IES AR CG 


so ertove . MOLMU TIGHAD AUSOD DAOAS Ud AMAG, BHT! 
| fnatusd: emed 
HI aestd bas weqqoD shastou,  MOTMU TIGAAD eeAanaoonoU 


_e aniatM (scoxrre AOLMU TIARAS JATAMAOV jor ? | 


J eeevol ama awotnwod ,.AOT. .WOTKMU TIGHHD AATa NTAOK Jat 

ipviaidasbincnansnaseruaeai TIGARD MODATLO yst . 

antoltsotammmmooelsT . | oD 0.) yet | 

, daited ..U.0 AMITAT 9 Yaad AUO lis , 

nN] ford to ,o08eA dnstesdotd  KOTKU TIGHAD PUA pel | 
| | avorlopeT) [rs 8 ~ jer 

.bdI .ttgD to avewod yendtd  (MOTMU PIGEHO .e.4.4 ‘an 

noatitel 3 anrioXoM detevA\) .MOTMU TIGSAO AMAAHT. gt ; 

obxtool® eqititda MOTMY TIGRAD etLdaTHa ea ; 

Ve ae: o? euptadostotondd . .MOIMU TIASAD OLMHORTOTON tee ‘ 

ATID ,WOTMU TIGHAD ANDIV ADAIT Wis | 

edastedmoD detled .MOTMU TIGEAO eTHATAaMOD HaTs04 fs 

seqedisstxp .MOIMU TTaaso THOMEAT les 

eqod@ anttnivd defland .MOTMU TEGHAD enaTuTAT =~ AS ; 


sidmsd B totoetorl  WOLWU TICHAD BIGMAD A AOTOOAL 
7 | H | sbansd te .od 

190 Ssogsnant <vord ,MOTMU PIGHAD THOTEMAAT JALOWNIVOAL 
ml we tow Ieqtonnum sedseuQ KOIWU TICHHD TARTURO DTA 


a sation ffeersgnl .as0 .WOIMU TICHAD — 


on ’ ay ’ 
a rr * eS _—@ ae 2. ae Sotuas er a fo eae Paes 


wl 
i 


wl ti 


i Nethercut & Young 
Terente, Ontaric Al 206 


iin 


R.C.A. VICTOR CREDIT UNION, Head Office and Mtl. 
Branch 

R.C.A.F, BAGOIVILLE CREDIT UNION, R.C.A.F. Bagot- 
ville, Quebec DND 

R.C.A.F. MOISIE CREDIT UNION, R.C.A.F.;Moiste, 
Quebec, DND 

RVCU.8.8. of HUBERT CREDIT UNION, - b.C,A.2 . St. 
Hubert, DND 

R.C.A.F. ST. JOHNS CREDIT UNION, R.C.A.F. St. Johns 

RED INDIAN CREDIT UNION, Texaco Emp. of McColl 
Frontenac 

RED REEL CREDIT UNION, Canada:Wire & Cable Co. 
Employees. 

REGENT CREDIT UNION, Community N.D.G. 

RELIANCE CREDIT UNION, Phoenix of Hartford Insurance 

REVAC CREDIT UNION, C.N.R., Accounting and Finance 

REX CREDIT UNION, Railway Express Agency 

REYNOLDS ALUMINUM CREDIT UNION, Reynolds Alum. Co. 
of Canada Ltd. 

RICHELIEU CREDIT UNION, Westeel Products Ltd. 

RIVERVIEW CREDIT UNION, Burroughs Wellcombe & Co. 
(Can) Ltd. 

ROCKFIELD CREDIT UNION, Dominion Engineering 

ROLLS ROYCE CREDIT UNION, Rolls Royce of Canada Ltd. 

ROLPH CLARKE CREDIT UNION, Rolph Clark Stone 
Benallack Ltd. 

ROSEMERE CREDIT UNION, Community, Town of Rosemere 

ROSEMOUNT CREDIT UNION, Community 

ROSS ENGINEERING CREDIT UNION, Ross Engineering 


of Can. Ltd. 
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ROUYN AREA STEELWORKERS CREDIT UNION, United 
Steelworkers of America. 

ROYAL SAVINGS CREDIT UNION, Modern Packers Ltd., 
Dominion Packers 

RYAN PAINT, Same Credit Union 

ST. ALOYSIUS CREDIT UNION, Parish 

ST. AUGUSTINE'S.CREDIT UNION," Parish 

ST. CLARE CREDIT UNION, Parish 

ST. DOMINICS CREDIT UNION, Parish 

ST. IGNATIUS LOYOLA,” Parish 

ST, JOHN THE DIVINE, “Parish 

oT. JUDE CREDIT UNION, Parish 

ST.. LUCUYARDS,')CPR,CrediteUnion 

ST. MARKS CREDIT UNION, Parish, Aylmer, Quebec 

ST. MARYS HOSPITAL CREDIT UNION, St. Marys 
Hospital 

ST. PATRICKS CREDIT UNION,” Parish, Quebec City 

ST. RITAS CREDIT UNION, Parish 

ST. THOMAS MORE PARISH CREDIT UNION 

ST. VINCENT DE PAUL PENITENTIARY EMPLOYEE'S 
CREDIT UNION 

ST, WILLIBRORD'S PARISH CREDIT UNION 

SCHERING CORP. CREDIT UNION 

SCOTIA CREDIT UNION, Scotia Ticket & Printing Ltd. 

SERVICE CREDIT UNION, Prot. School Board of 
Greater Montreal 

SETTLE CREDIT UNION, Community 

SHEETMETAL WORKERS CREDIT UNION 

SHELL REFINERY CREDIT UNION 


SHERATON MT, ROYAL HOTEL EMP. CREDIT UNION 
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MUNICIPAL EMP, OF SHERBROOKE CREDIT UNION 

SHERWILCO CREDIT UNION, Sherwin Williams Paint 

STANDARD TELEPHONES & CABLES CREDIT UNION 

STEINBERGS CREDIT UNION 

STELCO CREDIT UNION, Steel Co. of Canada 

STRATHCONA CREDIT UNION, Y.W.C.A. 

SWIFT CREDIT UNION, Swift Canadian Co. Ltd. 

SYLVANIA CREDIT UNION, Sylvania Electric 

SYNDICAT DES EPICIERS DE QUEBEC, Quebec Grocers 
Association 

SYNDICAT D'EPARGNE DES EPICIERS DE L'ESTRIE 

SYN. DES EPICIERS DU SAGUENAY ET LAC ST. JEAN 

TAMPER CREDIT UNION, Tamper Limited 

TELEMP CREDIT UNION, CPR Telegraphs 

TOBACCO WORKERS CREDIT UNION, Imperial Tobacco Co. 

TOBEX CREDIT UNION, McDonald Tobacco Company Ltd. 

TRIANGLE CREDIT UNION, Consumers Glass 

TRI CREDIT UNION, Continental Can. Co. 

TRIO CREDIT UNION, Butterfields Limited 

TRI-VAL CREDIT UNION, Ciba Co. Ltd., Sandoz and 
Mt. Royal Chemicals 

TUBO CREDIT UNION, Dominion Steel & Coal 

UKRAINIAN CREDIT UNION, Community 

UNDERWOOD CREDIT UNION, Underwood Typewriter 

VALLEY CREDIT UNION, Davidson Chemical Co. 

VETERANS AFFAIRS CREDIT UNION 

WALKER CREDIT UNION, Community 

WESTON CREDIT UNION, Weston Bakeries, Ltd. 

WILSILS CREDIT UNION, Wilsil Ltd. 


WINDSOR CREDIT UNION, CPR Station 
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1 The foregoing list indicates the types 
2 of industry served. It is worthy of note that 

3 in this list, in the government classification, 
4 there are Credit Unions serving employees of 

5 the Arsenal, the Naval Supply Depot, Internal 

6 Revenue; Firemen, School Teachers, Employees 


7 of Post Offices, and of various Veteran Administra- 


8 tion groups. 
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MANAGEMENT -.CONTROL OF CREDIT UNION AFFAIRS 

Once a group has applied for and re- 
ceived a charter certain clearly defined procedures 
must be followed: 
Board of Management (Directors) 
(a) The Credit Union its managed by a Board of 

Management made up of five members. 

(b) The duties of the Board are as follows: 

1. Act upon admission or dismissal of 
members or auxiliary members. 

c. Recommend rates of dividend on shares and 
rebate of interest on loans. 

$3. Fill all vacancies on the Board, Credit 
Committee and Supervisory Committee. 

4. Decide upon the amount of bonding 
necessary to protect the Credit Union 
against losses resulting from robbery or 
defalcation by officers or employees. 

5. Make and control all investments except 
loans to members. 

6. Decide, as required, the maximum amount 
of share capital to be held by any one 
member. 

7. Determine from time to time the interest 
rate on loans to be charged borrowers. 

8. Name the Manager, his assistants and all 

ov other employees of the Credit Union. 

9, Authorize purchases or expenses, and 

| delegate for this purpose members or 


officers. 
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The Board may be convened by the President, 
the Vice-President, the Manager or three 
of its members and will meet at least once 
every month. 

If a Director fails to attend regular 
meetings of the Board of Directors for 
three consecutive months, or otherwise 
fails to perform any of the duties incumbent 
upon hii as a Director, or ceases to be a 
member in good standing, his office may be 
declared vacant by the Board and the vacancy 
filled by the remaining Directors until the 
next annual meeting of the members. 

The Directors of Credit Unions within 
this. Province have the right to borrow 
from their own Credit Unions and their loan 
application is submitted to the Credit 
Committee and judged on its own merit. 

The borrowing powers of these directors 
are no greater than any member of their 
Credit Union. 

' It is the responsibility of Directors 
to observe the transactions between the 
Treasurer and the members, to review the 
activities of the Credit Committee, and to 
attend meetings of the Directors. It is 
also their responsibility to ensure that 
a proper audit of all books and records 
is made at least once every three months, 


Copies of these audits must be submitted to 
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(d) 


(a) 


Ce) 


the governmental supervising agency. 

The President of the Board must report 
to the Annual Meeting the condition of the 
Credit Union and the manner in which it has 
been operated the past year. He should also 
engage in a continuous public relations' 
programme with both the actual and potential 
members of the Credit Union and the public. 
Three members of the Board will constitute 


a quorum. 


Officers 


At the first meeting following the Annual 
Meeting, the Board must choose its officers: 
a President, a Vice-President and a 
Secretary; and appoint a Manager. The 
position of Manager, may be held by one of 
the officers. The election of each officer 
is done separately, without nomination, 

by secret ballot, the majority ruling. 

The President, Vice-President and Secretary 
of the Board will at the same time be 
President, Vice-President and Secretary of 
the Credit Union. 

The President presides at the Meetings of 
the Board as well as members and fulfils «ny 
any other duties incident to his office. 

In case of the absence of the President, 
the Vice-President fulfils all his duties 
and functions. 


Sectetary: 


= . 4 ’ “4 mu oe: 

¥ 7 ea P IY « : Xx aol - “y 

7 ae me t “y : ie ai.. e 
1, SIsfa’ § J J} - on D ote 


owigtetese bas dnebtestd-solV .taebtaesd eit (d) 


o wee effttintebas evodmeom eg [Isw as basod odz 


a pee 

:yonexs antetvieque Lstnemmtevoa edt a TE 
droget daum bused adé Yo tnsbteetT-edT) || 
edt to nottrhnos saz anattesM Isnand odd od 
eed dt dotdw mt stenmsm edt bas notated tber 
oafls biuone sk .tsev tasq ed? bedsreqo feed 
'enotdslor otlduq exountinos 8 nl sagsane 
Letinetog bas I[sutos odd ddod dé¢iw emmsrz01g 
yofidnq edd bas notnU tibet? sAd to eitedmem 

etudidenoos L[Litw brso@ end to aredmem setdT (b) 
SMUTOUD 6 

exeolTiIo 

{suanAvedtoantwollot antteem dertt edt gA (8) 
:ereoltto eth eeocodo teum bised ed?  »aniveeM 
8 bas tnebtaetI=-eolV so .tneblastd 5 
ant iiatiamaiine datoqgs bis iviste tose 
‘to ene vd bled ed vsm ,.a9egsieM to nottbeoy 
rsofttia dose. to soltoslo edt «seteotito od? 
ottsanimon tuodttw .yletsrsqes snob af 


ipotius yvttsotsm edt .tolisd detosea vd 


ed emtt emsa ont gs [liw obss08 sd? to 
tocyredestos® bas tasbteetI-solV ,dmnebieesT 
e;fmotnt ¢itbesd edt 


‘ 


to /anntseeM edt ds asbteetq tnebtes1 edt (99 


.sottto atd’odt gnebtont aetiub tedtorvas 

vinebigetd ont 40 Sonsede st toseso aI (b) 
eotdub eid Iis altilyt taebilestd-selV edit 
-acottonul bas 


a ac.tioce “> auetetoe2 (9) 


1h i 


Nethercut & Young 
Terente, Ontario Al 213 


1. Keeps the minutes of the meeting of the 
Board and members. 

2. Gives notice to the Board and members of 
all meetings in accordance with these 
by-laws. 

3. Writes and transmits official correspondence. 

4, Keeps the files. 

5. Is, when absent, replaced by one of the 

J- Directors, as chosen by the President. 

(f) Manager: 

1. Shall have custody of the funds, securities 
and documents of the Credit Union and 
members. 

a. Shall keep the books and registers up-to- 
date, and make them available at all 
times for inspection by the Supervisory 
Committee or all members of the Board of 
Management delegated for any particular 
purpose, as well as to inspectors of the 
Government or of the Quebec Credit Union 
League. 

3. Must prepare financial statements within 
ten days following the first of each month. 

4, Will advise the Board of all financial 
problems of the Credit Union. 

5. Will keep the minutes of the Supervisory 
Committee. 

(zg) The Board will fill all vacancies amongst 
the Directors by the appointment of a member. 


The new Director will fill such vacancy: 
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until the next Annual Meeting. 


Credit Committee: 


(a) 


(d) 


(e) 


The Credit Committee is made up of three 
members elected by the Annual General 
Meeting, exclusive of the Board of Manage- 
ment and Supervisory Comhittee. 

The President of the Board may act as a 
member of the Credit Committee in the ab- 
sence of two members of said committee. 

The members of the Credit Committee may meet 
as often as they desire, but all loan de- 
mands must be considered by them during a 
meeting, in the seven days following the 
date of the loan demand. Two members con- 
stitute a quorum, 

The Credit Committee alone decides on loans 
to members, saving the right of appeal to 
the Board of Management. They can take for 
the benefit of the Credit Union, hypothecary 
and other security and give discharge there- 
for. No loan will be granted if one member: 
of the Credit Committee is opposed at the 
meeting called for the study of said loan. 
Many of our Credit Union members when con- 
fronted by financial difficulties present 
their problems to their Credit Committee 
which counsels them and plans a financial 
programme, amalgamating their debts and 


providing them with a loan. 
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Supervisory Committee 

(a) In addition to the Board of Management and 
the Credit Committee and excluding the 
members who are part of these two, the 
Annual General Meeting will elect from 
amongst the members a Supervisory Committee 
made up of three members. 

(bo) The Supervisory Committee will meet when 
called together by one of its members. 

Two constitute a quorum. 

(c) The Supervisory Committee or two of its 
members may call a Special General Meeting 
of the members. 

Duties of Committee 

Le To supervise the Board of Management and the 
Credit Committee in all details of their 
duties. 

2. To inspect the documents and books of account 
and require the producing of the cash. 

OW To examine or cause to be examined by quali- 
fied persons the affairs of the Credit Union, 
at least quarterly including an audit of 
the books of account, and, if required, 
call a Special General Meeting to submit 
a report. 

4A, To satisfy itself that reasons for loans 
and the nature of guarantees, if any, are 
specified, and that said loans have been 
approved by at least two members of the 


Credit Committee, and that a promissory note 
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has been, signed for each loan. 
Education Committee: 
Some Credit Unions in Quebec create an 
Educational Committee, whose duty it is to 
spread information about the Credit Union move- 
ment among members and potential meobere 
Among the education material made 
available by the Quebec Credit Union Leagie to 
Credit Unions in Quebec are the following films: 
1. Duties of the Board of Directors. 
c. Duties and responsibility of the 
Supervisory Committee. 
3. Duties and responsibilities of the 
Credit Committee. 
4, A day in the Life of the Manager. 
For the past few years the Quebec 
Credit Union League has been conducting Educa- 
tion Schools for Directors, Single Day Workshops 
for Credit Committees and Supervisory Committees; 
Week-end Work Shops for Managers; and the most 
recent Educational Programme sponsored by the 
League is that of Family Financial Counselling. 
Elections 
The members of the Board of Management, 
the Credit Committee and the Supervisory Committee 
are elected by secret ballot at the Annual 
General Meeting for a term of one, two, or three 
years as the case may be. Any member called 
upon to fill a vacancy will serve only until the 


Annual General Meeting. 
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Terento, Ontaria 
To be nominated a member must be pre- 
sent, or pavats to the Secretary a letter simed 
by himself and a witness, giving consent to be 
nominated to a specific position or to any 
position. 
Voting shall be by secret ballot, 


the members receiving the greatest number of 


votes shall be elected. 
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ORGANIZATION CHART 


(Illustrating type of Organization followed by a 
Credit Union in the Province of Quebec). 


MEMBERS 


Membership in a Credit Union is limited to persons elected by the Board of Directors 
from among applicants who are included in the field of membership defined in the 


charter of the Credit Union. Each member present at annual or special meetings has 
one vote, Only members may borrow from the Credit Union. 


Members elect Directors arn Committeemens; exercise democratic control over the Credit 
Union's activities; and receive reporde, each year from Board of Directors, Committees, 
and Administrative Officers. 


SUPERVISORY 
COMMITTEE 


BOARD OF 
‘DIRECTORS 


CREDIT 
COMMITTEE 


Examines affairs of 
the Credit Union and 
audit its books. 


Directs activities of 
Credit Union according 
to law. Elects admi- 

nistrative officers. 


Passes on members! ap~ 
plications for loans. 

Outlines the plans for 
ment of loans. 


EDUCATIONAL COMMITTEE 


Develops and presents programs to extend members! 
knowledge of credit, thrift, and related subjects. 
(May be appointed by Board. 


VICE PRESIDENT . PRESIDENT MANAGER 


Acts in the president's Presides at meetings 

absence or disability © of Board and of members. 
Presents annual report of 
Board to members. 


Credit Union, has charge 
of assets, keeps books, 
and prepares the finan- 
cial and statistical 
reports. (This may be a 
salaried office) 


CLERK OR SECRETARY 
Keeps minutes of meet- 


ings of Board and of 
members. (this office 


may be combined with EMPLOYEES 
that of Manager. ) 


Number of duties depend upon needs of 
Credit Union 
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INTERIOR ORGANIZATION & OPERATIONS 
1) Accepting Members: 

The first transaction with a prospective 
member is receipt of an application form for a 
membership card. These cards become permanent 
records and are filed alphabetically. The 
application is subject to approval by the Board 
of Directors, It must be signed by a board 
member and the action on it must be entered in 
the board minutes. The application must be 
accompanied by the membership fee, ($1,00), and 
at least a 25% instalment towards a ($5) share 
in the Credit Union. The membership fee and 
initial investment are entered in a passbook 
which is made out in the name of the applicant 
for membership, All subsequent share and loan 
transactions are entered in’ the passbook until 
it is filled and a new one issued. The member 
must retain: the passbook at all times other 
than when’ entries are being made in it or it 
is being audited, 
2) Funds Received 

Funds received from members in the 
form of membership fees, share payments, interest 
payments, and loan payments, are recorded on 
either a cash received voucher or a payroll de- 
duction statement. These amounts are also 
entered in the member's passbook which he retains 
and on the member's individual share and loan 


ledger sheet or card which the Credit Union 
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retains. The entries in the passbook and on 
the individual ledger must be identical. It 
is not necessary to make an individual entry 
in the daily journal for the receipts from 
each member. But the daily journal must show 
a summary of all receipts from members for 
each payment made by them. 

Funds received through borrowings or 
liquidated investments, or from other sources 
must be properly identified and entered 
separately in the daily journal. 

Whenever cash receipts exceed $100, 
they must be deposited within forty-eight hours. 
Regardless of amounts, bank deposits must be 
made at least once a week. 

3) Funds Disbursed 

Funds disbursed to members are in the 
form of loans and share withdrawals. Each 
disbursement is recorded on a journal voucher 
and made by cheque. (Occasionally a Credit 
Union obtains permission to pay share withdrawals 
in cash.) These amounts are also entered in the 
member's passbook and on the members' share 
and loan ledger. The entries in the passbook 
and the individual ledger must be identical. 

Loans to members also involve proper 
supporting papers or documents such as applica- 
tions, notes, which must be kept intact and 


filed in the same order (numerical or alphabetical) 
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as entered in the individual ledgers. 

With the exception of payments made 
from petty cash and share withdrawals in cash, 
if any, all payments are by cheque only. Each 
cheque is entered in the daily journ separately. 

Other disbursements are made to pay 
accounts, salaries, insurance and bond premiums 
and miscellaneous items, also, a properly 
operated Credit Union will use part of its 
income for various educational activities. 

4) Nature & Purpose 

The daily journal provides separate 
columns for frequently used entries such as 
cash, shares, loans, interest, fees, and ex- 
penses. The daily journal also provides a 
miscellaneous general section for entries per- 
taining to other accounts such as accounts 
payable; furniture, fixtures, and equipment; 
notes payable; gain or loss; and undivided 
earnings. All the accounts are properly identi- 
fied. 

5) The General Ledger - Nature and Purpose 

For each Credit Union account such 
as cash, shares, loans, etc., a separate page 
is used in the general ledger. The current 
month-end balance in each of these accounts 
is maintained in the general ledger. These 
general ledger account balances. summarize the 


over-all condition of the Credit Union. 
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6) Taking a Trpial Balance 

(a) Asset Accounts 
All general ledger accounts, with the 
exception of expenses or income accounts 
fall into one or the other of two cate- 
gories. ‘The one category is assets, 
which the Credit Union owns such as cash 
(funds which have been or will be de- 
posited in the bank); change funds (money 
used to make change); fixtures and equip- 
ment (those items are owned by the Credit 
Union); and various other assets. 

(b) Liability Accounts 
Everything that a Credit Union owns 
actually belongs to either its creditors, 
if any, or its members. Therefore, the 
second category of general ledger accounts 
is liabilities showing what the Credit 
Union owes such as accounts payable; 
notes payable (money borrowed from some 
source and therefore owed to a creditor); 
shares, (amounts invested in the Credit 
Union by its members and therefore owed 
to them); reserve for losses (should the 
Credit Union ever be liquidated this 
money would be distributed among the 
members in proportion to their share- 
holdings); undivided earnings (this money 
is retained to give the Credit Union 


greater financial stability but actually 
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(c) 


on 
jon 
ww 


it belongs to the mbmers); profit or 

loss (if the Credit Union realizes a 
profit, this money is owed to the members, 
if the Credit Union suffers a loss, the 
amount owed to the members is decreased 


by the amount of the loss.) 


The Trial Balance 


Since everything that a Credit Union 

owns telongs to either its creditors, if 
any, or its members, assets must equal 
liabilities. Each month-end a trial 
balance is prepared to determine whether 
total-assets equal total liabilities. 
Each month-end the treasurer, or some one 
under his direction, prepares a schedule 
of delinquent loans. This schedule guides 
the Board of Directors in their decisions 
and provides the Supervisory Committee 
and examiner with necessary information. 
Maintaining the Subsidiary Expense Ledger 
The Board of Directors, the Supervisory 
Committee, and the examiner must always 
be: in a position to analyse expenses. 
Therefore, a subsidiary expense ledger is 
maintained. This ledger records expense 
categories such as salaries, stationery 
and supplies, educational expense, 
borrowers! insurance, and various other 


items. A review of this ledger enables 
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them to determine exactly how much money 

is being spent for each purpose. The totals 
in these various categories must balance 
With the general ledger expense account. 
Preparing the Financial and Statistical Report 
Each month-end the treasurer, or some 

one under his direction, prepares a 
financial and statistical report. Standard 
forms are provided for this purpose. 

The financial portion of this report is 
based on the trial balance, the schedule 

of delinquent loans, and the subsidiary 
expense ledger. This report shows the 
general condition of outstanding loans, 
whether the assets of the Credit Union 

are being used to the best advantage of 
the members, what portion of income is 
being used for expenses and how the income 
is being spent, and whether the Credit 
Union is operating at a profit or a loss. 
This Report is studied very carefully 

by every director and member of the Super- 
visory Committee. 

The statistical portion of the report 
shows the current number of members, the 
number of sia ta) members, the number 
of loans made since the organization. It 
also shows the amount of loans charged off 
as uncollectible, if any, and the amount 


of recovery on such loans. 
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(zg) Reeonciling the Bank Balance 
In addition to procedures for journal 
and ledger entries, bank deposits, etc., 
it should be noted that funds received 
by the Credit Union on the last day of 
the month are added to the cash account 
for that month, but usually are not re- 
ceived by the bank until the first of 
the following month. Also, all cheques 
issued by the Credit Union during the 
month are deducted from the cash account, 
but some of them do not clear the bank 
the same month. The bank also deducts 
service charges from the Credit Union's 
account but these charges may not be 
deducted from the Credit Union's cash 
account until the following month. 

Because of these procedures the cash 

balance on the Credit Union's books and 
its bank balance seldom, if ever, agree. 
But each month-end it must be clearly 
demonstrated why they do not agree. This 
is accomplished through the bank recon- 
ciliation. 

(h) Balancing the Individual Ledgers with the 
General Ledgers 
All share and loan payments made by each 
memberrand all share withdrawals and 
loans granted to each member are recorded 


on the individual share and loan ledger 
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(1) 


sheets or cards which are kept for each 
member. These amounts are also entered in 
the share and loan columns in the daily 
journal in the general ledger. For these 
reasons the month-end totals on all the 
individual share ledgers must add up to 

a figure which equals the month-end 
balance in the general ledger share 
account. Also, the month-end totals, 

on all the individual loan ledgers must 
equal the month-end balance in the 
general ledger loan account. The 
treasurer, who is responsible for keeping 
the individual and general ledgers in 
balance proves at the end of each month 


that they are in balance. 


Year-end Closing Entries and Dividend 


Procedure 


Each year-end the treasuer is required 

to make any entries involved in connection 
with amortizing and unamortized organiza- 
tion costs, depreciation of furniture, 
fixtures, and equipment. He is also re- 
quired to close all income and expense 
accounts, determine the profit or loss, 
make the necessary transfers to reserves, 
add to undivided earnings, and calculate 
the share-dollars for the purpose of 


paying dividends. 
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(j) Summary Statement About Books and Records 
Although the treasurer is responsible for 
keeping the books and records, it is impor- 
tant that every director understands how 
they are maintained. It is also essen- 
tial that every member of the Supervisory 
Committee clearly understands how the 


books and records are maintained. 
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FINANCIAL CONTROLS 

(a) For Members: 
Each member has a passbook which shows 
the amount of his shares (investment) 
in the Crédit Union, and the amount of 
his loan balance, if any. Periodically 
it is necessary to determine that the 
balances in each member's passbook are 
identical with the balances in the 
individual ledger recording the dealings 
with each member. 

(b) Balancing Ledgers: 
Another important audit procedure is to 
add up the members! total share (invest- 
ment) balances in the ledger and compare 
this total with the shares! total (members' 
investments in their Credit Union) shown 
in the general ledgers of the Credit 
Union; and to add up the total loan 
balances on the individual ledger and 
compare this with the total loan balance 
in the general ledgers. If the month- 
end share totals do not balance in the 
ledgers the reasons for this condition 
must be determined. 

(c) Verification 
A daily record is kept of a Credit Union's 
receipts and disbursements. During an 


audit these records must be verified. 
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(d) Bank Reconciliation: 
Eath month the Cash Balance on the 
Credit Union's books must be compared 
with the balance in the Credit Union's 
bank account. The Supervisory Committee 
must determine that these balances are 
in order. 

(e) Records Supporting Loan Balances: 
It is also necessary for the Supervisory 
Committee to determine that proper papers 
exist to support each loan which has 
been made to a member and that the con- 
ditions of each loan comply with the 
provisions of the law, the by-laws, 
the Directors, and the Credit Committee. 

Of) Determine Type and Adequacy of Bond; 
fhe Board of Directors of & Quebec 
Credit Union is responsible for providing 
a bond which conforms to the minimum 
Standard s as prescribed by the Co-opera- 
tive Syndicates Act. The Directors of a 
provincially chartered Credit Union have 
a definite legal and moral responsibility 
to provide a proper and adequate bond. 
It is the responsibility of the Super- 
visory Committee to make sure that the 
Board provides such a bond. 

(gz) Other Controls: 
The Supervisory Committee is also re- 


sponsible for determining the correctness 
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of all financial records; for being 
familiar with the provisions of the 

Board and the Credit Committee minutes; 
reviewing delinquent loans and recommending 
the necessary action; examining any in- 
vestments made in addition to loans 

to members; and taking any other steps 
necessary to safeguard the best in- 


terests of the members. 
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SERVICES TO MEMBERS 

To render proper service, a Credit Union 
must have assets and these assets must be safe- 
guarded and used in such a manner as to attract 
additional assets. Therefore, the creait 
Committee must have more than good intentions. 
It must have a sound operating procedure. 
Before each loan is granted, the Credit Committee 


must find satisfactory answers to the following 


three questions. 

(a) Is the loan for a provident and pro- 

ductive purpose? 

(b) Will the applicant be able to repay 

the loan? 

(c) What assurance is there that the 

applicant will repay the loan? 

The Committee's approach to these 
questions should be as sympathetic as possible. 
And fortunately, in practically all instances, 
the conditions of the loan can be adjusted to 
meet the circumstances of the borrower. 

In a Credit Union where membership is 
based on employment with a firm, if the Credit 
Committee has any doubt about the applicant's 
continued employment with the firm and re- 
Sidence in the community, the following in- 
formation is sought? 

(a) Length of seniority; 

(bo) Length of residence; 


(c) Names and address of friends and 
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relatives; 

(d) Previous places of residence. 

But the fact that a member cannot fulfil 
the usual requirements for granting credit by 
no means justifies a flat rejection. In case 
of doubt the Committee should ask for a co-signer 
or some tangible security in the form of per- 
sonal property. 

The personal characteristics of each 
borrower must be considered because, experience 
proves, some are extremely capable in managing 
their personal finances. In these instances, 
the Committee needs only to learn the amount 
and terms of repayment desired. There are 
others who are too conservative about the use 
of credit and the Committee can serve them 
better by suggesting changes in their programme 
of personal credit. . Oftentimes it is more 
economical for the Credit Union to make a 
purchase for the member than not to do so. 

But. there are others who will live far beyond 
their means if they are permitted to do so, a 
course of action which is detrimental in the 
long run. 

For these reasons, it is often 
judicious and desirable to lend the member the 
fullprice,.of the .car, furniture, or other 
items he needs. In other instances it may be 
necessary to require the member to make a reason- 


able down payment. Certainly when a man of 
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reasonably good character has'a large family 
and has a place of residence that requires him 
to drive to work, the Credit Committee should 
not hesitate to lend him the full price of a 
used car in good condition so he can support his 
family. ‘ : 

Gira Ham anpetmepaymente must always be 
adjusted to the needs o: ‘ie borrower. When 
granting a lean that 9 a member in debt to 
the limit of his ability to pay, the payments 
should always be kept high enough to discourage 
additional indebtedness. However, payments 
should never be so high as to become unduly 
onerous. 

Also, the Crédit Committee can frea 
quently materially improve a member's position 
by granting him a loan to consolidate his debts 
and reduce the amount of his total monthly pay- 
ments: "But great care is exercised in regard 
to complete consolidation of loans. It is fre- 
quently desirable to reduce the number of pay- 
ments from six or seven to two or three, whereas 
reducing the number of payments from six or seven 
to just one might encourage the member to acquire 
unwise additional debts. 

Whenever a Credit Union does not have 
adequate funds to meet all the requests for 
loans, the Credit Committee must grant the 
small loans first. This policy products the 


least amount of profit but extends the area of 
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service. For.example, suppose a Credit Union 
has $1,000 available for additional loans at 
one per cent per month on the unpaid balance, 
and one member has applied for a $1,000 loan 
and ten members have each applied for a $100 
loan. By granting the $1,000 loan, the Credit 
Union's operating expense would be tncreased 
by only a single additio.1 transaction, 
whereas, by xuranting the ten $100 loans the 
operating expenses would be increased by ten 
additional transactions. It would definitely 
be more profitable to grant’ the $1,000 loan. 
But by granting the $1]9000 loan, a credit 
service wold be rendered to only one addi- 
tional member, whereas, by granting the ten 
$100 loans a credit gervice would be rendered 
to ten additional members. CREDIT UNIONS 
OPERATE NOT FOR PROFIT, NOT FOR CHARITY, BUT 


FOR SERVICE. 


CREDIT SERVICE COUNSELLING: 


Credit Committees approve many loans, 
both large and small, to persons of anquestioned 
ability to manage their personal finances. These 
loans are granted on the basis of very limited 
statements on loan applications and it is de- 
sirable to grant these small loans in a stream- 
lined manner. On the other hand, the Credit 
Comm ttee can frequently render members a valuable 


additional service by providing a key to family 
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money management. However, cto render this ser- 
vice the Credit Committee must have adequate 
information. They must know at least the 
following facts: 
(a) The name of each business or 
person owed; 
(b) The unpaid balance owed on each 
debt; 
(c)} The monthly payment on each debt; 
(ad) The net monthly income (take-home 
pay) of the member. Since over- 
time pay can stop at any time, it 
cannot be considered. 
With this information, the Credit 
Committee is in a better position to render an 
intelligent and sympathetic Credit Union 


Counselling service to the members. 


EXAMPLES OF CREDIT COUNSELLING SERVICES 
Example 1 

The member asks for $100 to meet back 
payments on other debts. He proposes to repay 
the $100 at the rate of $8.00 a month. But the 
Credit Committee discovers that the member's 
total monthly payments are already $125. They 
reason: "If he cannot pay $125 a month, how 
will he be able to pay $125 plus $8.00 or $133 
a month?" An analysis of the member's indebted- 
ness discloses that $550 would pay off three of 


the member's debts. The monthly payments on 
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these three debts equal $50. The analysis also 
discloses that $50 will pay the one house pay- 
ment on which the member is delinquent. Thpere- 
fore, the Credit Committee recommends that the 
member borrow $600 to be repaid at the rate of 
$25 a month. They also suggest a weekly share 
payment of $1.00. The following services are 
thus rendered to the mer>ers 

(2) The member's total indebtedness 

has been increased 
(b) The member's total monthly payments 


have been reduced to $100, not 


increased to $133. 

(c) The member now enjoys $600 addi- 
tional life and disability in- 
surance; 

(a) The member's total monthly interest 
payments have not been increased 
by $100. Instead, they have been 
decreased by $10.50, 


Financial Picture With Loan Applied For 


Creditor Unpaid Monthly 
Balance Payment 
Acme Loan Company fi 184. O02 Lh Ge 
Friendly Finance Company 194.00 15.00 
BasyyOteditnaprporation 173.00 18,00 
Bank Loan (house) 3,467.00 50.00 
Retail Credit (car) 500.00 25.00 
Proposed Credit Union loan 100.00 8.00 
Total monthly payments would be S525 00 
Proposed monthly share payments Nil 
Applicant's net monthly income 
(O.T. not included) 300.00 
Amount left for living expenses 167.00 


Shares to be accumulated each year Nil 
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Financial Picture After Loan Granted 


Bank Loan (House) 3,467.00 50.00 
Retail Credit (card 500 .00 25.00 
Credit Union 600 ,00 25,00 
Total monthly payments $100.00 
Monthly share payments 4.00 
Applicant's monthly income 

(O.T. not included) 300.00 
Amount left for living expenses 196 ,00 
Shares to be accumulated each year 32.00 
Example 2: 


The member has applied for $300. to 
buy a television set. He proposes to pay $12.50 
a month. But present monthly payments already 
total $115. Therefore, the Credit Committee re- 
commends a $900 loan: $300 for television set, 
plus $600 to consolidate some of present debts. 
The Credit Committee also suggests a weekly pay- 
ment of $1.00 to shares. 

Services Rendered 

(a) Television set purchased; 

(b) Monthly payments reduced; 

(c) Life and disability IMsurance in- 

creased; 

(d) Monthly interest payments reduced. 
Example 33 

Proposed loan of $400 for 80 weeks, at 
$5.00. Purposes: To pay off some loan companies 
and catch up on back payments with others. 
Security offered: $5.00 in shares. Applicant 
known to be a slightly fair credit risk. Length 
of service: 6 weeks. Lehgth of residence in 


your community: 6 weeks, 
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Nethercut &é Young 
Terente, Ontaric A1238 
Back Unpaid Monthly 
Creditor | Payments Balance Payment 
ARG Loan Co. henne ret ore 
ABC Loan Co. former town $ 30.00 $ 90.00 $ 5.00 
DEF Loan Co. former town 32.00 avo sa0 8.00 
GHI Loan Co. former town 40.00 413.00 10.00 
TOTAL $102.00 
Recommended Loan For Now: $102 for 51 weeks at $2.00 
weekly sep Pugeligenes: 
weekly, plus interest, plus $5.00 in shares each 
week. Security required: Co-signer (co-signer 
would only signffor $102. ; 
Total monthiy payments, etc. (ineludes shares)-$ 57.5 
Net Monthly Income -~ 220.0 
Left for Living Expenses ~*Poc .O 
Shares to be accumulated by end of loan period- 260.0 
Recommended Loan At End of Fifty-One Weeks: 
(ABC Loan Company would have been paid off. DEF 
Loan Company, Balance $147. GHI Loan Company, 
Balance $254.) $400 for 80 weeks at $5.00 per 
week, plus interest, plus $1.00 OR MORE in shares 
each week. Security required: $260 in shares, 
plus co-signer. 
Recommended Loan at End of The 131 Weeks. 
Assuming loan and share payments have 
been made reguimly, this pergon's credit rating 
has now changed from slightly fair to good. 
Length of service and residence has now changed 
from 6 weeks to 2 years, 8 months. At this 
point, the Credit Committee should be prepared 
to lend this person the down payment on a home, 
or help him buy a new car, or meet most any other 
need for personal credit. 


Exhibit 4: 


Proposed loan of $1,800 for 156 weeks. 
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155 at $11/50 andl at: $17.50. Purpose: New 
car costing $2,400 (@pplicant possesses car in 
reasonably good running order worth $600 as trade- 
in). | 

Security offered: $5.00 in shares 
plus new car. Applicant known to be a fair 
credit risk. Length of service: 2 years. 


Length of residence in t*e+ community: ¢e@ years. 


Unpaid Monthly 
Creditor Balance Payment 
Mortgage Loan (house) $6,000.00 § 50,00 
ABC Loan Company LT2.00 8.00 
DEF Loan Company 205.00 5,00 
GHI Loan Company Let Oo 9,00 
Monthly payment to Credit Union, 
including interest, would be 69,00 
Total monthly payments OU 
Applicant's net monthly income 280 ,00 
Amount left for living expenses rS9 .00 
Savings accumulated each year Nil 


Recommended Loan For Now 

$501.00 for 50 weeks. 49 @ $10.00 and 1 @ 
ies plus interest, plus $3.00 in shares each 
week, 


Purposes: Pay off loan companies. 


Total monthly payments including Credit 


Union payment and Shares $113.00 
Net Income 280,00 
Left for living expenses 167.00 
Shares to be accumulated 150 .00 


Security on this loan will be a 1958 Chevrolet. 
Recommended Loan At The End of Fifty Weeks 
$1,800.00 for 156 weeks - 155 @ $11.50 and 1 @ 
$17.50, plus interest, plus $1.00 in shares each 


week, 
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Torente, Ontaric Al 240 
1 Total monthly: payments, etc. $126.00 
Net Income 280 .00 
2 Left for living expenses 154.00 
Shares to be accumulated each year 52,00 
3 2 
Security - $50.00 in shares, plus NEW CAR. 
4 
The foregoing counselling services 
s | 
have accomplished the following facts: 
6 
Gs The possibility of bad loans developing, 
7 
has been appreciably reduced because 
8 
the members were not overburdened by 
9 
payments in excess of their ability to 
10 i 
make them, 
11 
(2) The members were encouraged to save 
12 
regularly. 
13 
(3) The members received additional low- 
14 
cost credit service. 
15 
(4) The members received additional life 
16 
and disability insurance. 
17 
(5) The character of the members wes 
18 
strengthened because they were able to 
19 
fulfil their obligations. The member 
20 | 
in Example 3 was also afforded an 
yA 
opportunity to establish a good credit 
22 
rating in his community. 
23 | 
(6) The only consideration throughout these 
24 
entire transactions was; 
25 
How can the member be helped most, not, 
26 , 
how can a profit be made because this 
27 
person needs to borrow. 
28 
29 
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__ CREDIT UNIONS - PURPOSE - GOALS 
Function: 

"Credit Unions were originally set up 
to fill the very great need of people of modest 
income for low-cost personal credit. Fifty or 
more years ago the banks were not interested in 
'personal! loans, and thousands of people were 
being victimized by loar harks. 

"Now there are many sources of per- 
sonal or ‘consumer! credit. Most of them, how- 
ever, charge much higher rates of interest than 
Credit Unions. Hence the Credit Union movement 
still offers a valuable source of credit. It is 
better for most people, for most needs, than 
they can get anywhere else. 

"In order for people to serve their 
credit needs by way of their own Credit Union, 
they must first accumulate the necessary funds 
through investment in Credit Union shares. 

Thus the Credit Union encourages thrift, and 
offers a safe and profitable place to get the 
habit of saving. 

"Tnereasingly important to the Credit 
Union movement is member education, not only to 
persuade people to join their Credit Unions and 
to save and borrow with them, but to use the 
Credit Union as a source of unbiased, factual 
information about effective use of money in buying, 
investing, preparing for old age, insurance pro- 


gramming and other aspects of family money 
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management. 
Importance: 

"The Credit Union movement occupies 
an important position in the economy of the 
country. It provides a small but growing pro- 
portion of the total needs of the people for 
consumer credit; it has accumulated several 
billions of dollars in <= *sts, representing a 
tremendous investment by members. Its oppor- 
tunity for further growth and service is almost 
unlimited. 

"Because Credit Unions are both non- 
profit and unselfish, Ll.e., are owned and con- 
trolled by the members, Credit Unions can be- 
come increasingly important in the lives of 
people if they are given good management and 
adequate promotion. 

Goals: 

"The goal of every Credit Union is 
enrollment as a member of every person who is 
eligible for membership in terms of a charter. 
Further, and more important, the goal is to see 
that that person{ets all of the service which 
will be of benefit to him. In terms of thrift, 
that represents all the money he can save, at 
least up to the maximum for which life savpgps 
insurance is provided. | 

"In terms of credit service, the goal 
of every Credit Union is to carry the personal 


consumer debt load of all the people in its 
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field of service, both because it can do so at 
a lower rate of inter gg’ » and because it extends 
credit in terms of human needs and requirements, 
and is not motivated by the compulsion to make 
profits for non-member stockholders, When a 
member should do his borrowing from another 
source, as sometimes happens, the Credit Union 
will send him. there. Tr ouppose of the Credit 
Union is to serve¢ not to exploit." 
ry 

An éxcerpt from "A Guide to Credit 
Union Operations" (P 2) revised edition, April 
1961, published by CUNA Supply Cooperative, 
an affiliate of the Credit Union National 


Association ¢cUNA) . | 


r : r 
ai Blisa 


“ess 


‘ abasdxe tt eeuened bits pene to eas 


atiemeattupet ‘pre’ ebeon framud '‘to- ‘eared ek ‘dibevo 


4 exam of nofaluqmoo ant vd ‘hadevidom dom ef betes 
| og madWo jetebLorsleode tedmem-non rot. edttotg 


sedtoms mort satwortod aid ob bluode tedmem 


a nota tibet) ont .eneaqqsn aemttemoe as’. so moe 


ae tibet). add’ To eeogung ~4T |, sttedd® mia bree! LLiw 
a: " Ftolqxe of don eavrs2 od ek notnav 
| 4 


LG ogtbet) od ebiInD A” most tqteoxke mA’ Vole 


a {LisqA .notdibe beatvet (S 4) "“snotdsreqO notau- 


am Levitstsqood vlaque AUD yd berlatiduq Lael 
 Panottstt nota. tibetD edt Yo etstittts as 
; (AUD) cottstooeea 


be a . - 
OE RR BLASIO eT ee 
' , 
7 


ri, , is oh rar aes iA: ; 
eS ts Jie iy The Sales | re Leer OT Ae rr 


al 
i 


Nethercut & Young 
Torento, Ontario Al2e4y 


i 


anil 


CREDIT UNION ~- OPERATIONS - POLICIES 

The money which members deposit is 
pooled and used as a fund from which they may 
borrow in times of need. 

In the early stages it is usually 
necessary for the Credit Union to limit the 
amount it will loan to any one member. 

A Credit Unior wember's application 
for a loan is considered by persons who se 
station in life is similar to his own. 

When a person applies for a Credit 
Union loan, the Credit Committee's entire atti- 
tude should be: "How ean we help’ this person 
the most?" Producing the greatest possible 
income to the Credit Union should always be 
completely subordinate to the best interests 
of the borrower. Credit Committees are fre- 
quently called upon to do much more than approve 
a loan for a pre-determined sum of money. They 
also have many opportunities to provide guidance 
and to counsel members in the wise use of credit. 
For this reason, Credit Committee members should 
not only have had experience with financial 
problems of their own, but they should be per- 
sons who have been reasonably successful in 
solving these problems. The Credit Committee 
Should do everything possible to help the members 
achieve a greater measure of financial security. 
And they have a responsibility equal to that of 


the directors to improve the circumstances and 
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strengthen thé character of the members. 
Lack of Loan Demand 

Surplus funds may be deposited in 
the Quebec Central Credit Union for use by 
other Credit Unions. Our Credit Unions, at the 
present time, have only one class of shares. 

Each share unit costs $5.00. The members are 
permitted to invest any »mount they wish in 
their own Credit Union. The average Credit 
Union by-law permits the Credit Union member to 
obtain repayment of his shares at any time. 

Members are encouraged to save as 
much as possible and, when they need credit, to 
borrow and leave the share capital intact with 
the Credit Union. 

The Average Credit Union in the Pro- 
vince of Quebec declares a dividend, on share 
capital left with the Credit Union for a full year, 
of anywhere from three to five and one-half per 
cent, 

Our Credit Unions seldom open deposit 
accounts because from experience it has been 
found that one account is sufficient. Our Credit 
Unions do not have a checking service such as 
other institutions have. A small number of 
larger Credit Unions have a deposit account for 
the convenience of the members. 

Among these groups the deposit accounts 
are used for the purpose of paying bills but the 


Credit Union issues the cheque on behalf of the 
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member. 


Interest Charges 


Interest charges on loans are kept as 
low as possible and our Credit Unions endeavour 
to pay a dividend on share capital which will 
attract the deposits of our members. Other 
than the small rate of interest charged a member 
for the funds he borrow: there are no additional 
charges whatsoever. 

Our Credit Unions endeavour to render 
fast and convenient service by having the office 
of the Credit Union on the premises of the plant, 
or as close as possible. Office hours are 
arranged to suit the members. 

Ensurance Protection 

Most Credit Unions provide the members 
with additional benefits such as insurance pro- 
tection against all types of loans, including 
mortgages, to the extent of $10,000. at noscost 
i the member. This is provided by our own CUNA 
Mutual Insurance Society. 

Life savings insurance service provices 
an insurable Credit Union member with a dollar 
of life insurance for every dollar he has in 
Credit Union shares. The maximum insurance is 
$2000. There is no direct cost to ene member 


for this service. 
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RESPONSIBILITIES AND CREDIT UNION PHILOSOPHY 
This We Believe: 

, Credit Unions are associations of 
people, owned and democratically con- 
trolled by their members. Should they 
cease to be such, they cease to be 
Credit Unions. 

a Credit Unions ~re essentially thrift 
associations. They recognize thrift as 
the Wise use of one's resources, which 
includes credit. They devote themselves 
to the development of regular thrift 
programmes designed to provide their 
members with a greater measure of 
financial security. 

oe Credit Unions must provide maximum 
protection for their members' shares, 
including adequate bond coverage and 
systematic supervision by the Auditing 
Committee of their own members. They 
should have adequate annual examinations 
as required by law. 

4, Credit Unions provide their members 
thrift and loan service that is more 
complete, more convenient, and more 
thoroughly helpful than they could 
otherwise obtain. Where possible they 
would provide insurance to cover the 
lives of their members to the extent 


of their loan balances and on all or a 
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A1L248 
portion of, their shares, for the 
benefit andtprotection of their 
members! families. 

Credit Unions should regard the 
character of the borrower as the prime 
security consideration, regarddéss of 
the amount involved, and the rate of 
interest shoul” not exceed one per cent 
a month on the unpaid balance, and 
should be the same on all loans. 
Credit Unions should recognize the 
essential and important place banks 
and other financial institutions have 
in our economy. They appreciate the 
service these institutions render and 
believe that friendly relations with 
them are mutually desirable. 

Credit Unions should unite with each 
other to increase their services to 
their members and fulfil their obliga- 
tion to bring Credit Union benefits to 
all prople. 

Credit Unions should be ever alert to 
changing conditions and should adapt 
themselves to the changing needs and 
desires of their members, while main- 
taining their basic integrity and prin- 
ciples. 

Credit Unions should be responsible 


organizations in their communities and 
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A1l249 
fulfil their ctiwic.iobligations in a 
generous and exemplary manner. 
Credit Unions have demonstrated that 
average people can operate their own 
financial institutions. Credit Unions 
are increasingly recognized as instru- 
ments of human well-being, and will 
continue to be so long as they maintain 
and cultivate the highest ideals and 


standards of conduct. 
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MORAL VALUES OF CREDIT UNIONS 


To help people join together to shape 
their own financial destiny in an atmosphere 
of brotherhood and good will. 

To support the life-giving principles 
of mutual aid and self-help. 

To encourage the regular and systematic 
investment of small amou~*+s in CreditrUnion 
shares. 

To encourage the habit of thrift which 
strengthens character. 

To recognize the character of the 
borrower as the primary security regardless of 
the amount involved. Any other security Which 
is accepted to meet the requirements of the law 
and reasonable prudence can be described as 
incidental security. 

To grant small toans first in order 
to help the most when the funds available for 
loans are not adequate to meet all the requests. 

To recognize a person's need for the 
loan as the major consideration. 

To enable people to get out of debt 
through the wise use of credit. 

To consider each application for a loan 
in the light of how can we best help the appli- 
cant. 

To extent the terms of loans in order 
to ease the burden of financial loss caused by 


sickness, layoffs, part time employment, or 
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other adverse experiences, at no extra cost. 

To grant loans to so-called "sub- 
standard" risks in the firm belief that by 
doing so we can help them to overcome their 
"sub-standard" way of life. 

To provide Loan Protection Insurance, 
and where possible, life savings insurance. 

To recognize t= -& the most important 
attitude to low-income and middle-income families 
is ‘the fact that through their Credit Unions 
they can achieve a greater measure of financial 
security. 

To share with the members in any ab- 
normal development and to guarantee that each 
member shall have a voice and a vote determining 
the best way to cope with such abnormal develop- 
ments. 

To preserve democratic principles 
and ensure that people - not money - shall 


control credit unions. 
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1 MATERIAL BENEFITS OF A CREDIT UNION 
2 Briefly and simply they are: 
3 1) The encouragement to save regularly 
and systematically; 
5 2) The low interest on loans: 
6 oy) The ready avilability of credit based 
7 on character without undue stress on 
8 tangible secur’ ty; 
9 4) No charge for extended loan terms 
10 Wnen needed because of unforeseen 
11 developments; 
12 5) Insurance of loans without any addi- 
13 tional charge; 
14 6) Life insurance on shares at no direct 
iD cost to the member; 
16 7) Reasonable dividends on shares. 
17 Fulfilling All A Member's Needs for Personal Credit 
18 It has been emphasised that a Credit 
19 Union is obligated to grant the small loans first. 
20 However, there are a number of reasons why a 
21 Credit Union should endeavour to fulfil all the 
22 needs for personal credit of the members as 
23 soon as the funds will permit. These reasons 
24 are? 
25 (a) In practically all cases the Credit 
26 Union rate of interest is the lowest; 
27 (b) Most Credit Union loans are insured 
28 against the death or permanent disability 
29 of the borrower at no additional cost; 


. 350! (c) By handling all a member's indebtedness 
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a Credit Union has an opportunity to 
keep tht eterms of repayment within 
his ability to pay (the phrase ‘all 

a member's indebtedness' is intended 
to mean everything but the mortgage on 
his home); 

(da) In situations where a member's need 
for credit involves a pledge of his 
car, furniture and/or other personal 
property, it is highly desirable that 
the mortgage on his property he held 
by his own Credit Union rather than 
some other lender. On many occasions 
persons have lost their personal pro- 
perty because adverse circumstances 
developed and they could not meet the 
terms of their original contract. 
However, their Credit Union always 
stands ready to make any adjustment 
in the terms of the repayment which 
become necessary. 

(e) Crédit Unions are operated exclusively 
for the benefit of the members. There- 
fore, whenever a depression or other 
adverse general circumstances occur 
the situation is handled in whatever 
manner will most effectively protect 
the best interest of all the members. 
In addition to the foregoing consider- 


ations there are some other advantages in doing 
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1 one's credit business with a Credit Union. A 
2 borrower is generally encouraged to make a 
a small investment in his shares each time he makes 
4 a loan payment. This practice is a definite 
5 Ssimulus to thrift. Also, when the requirements 
6 of the law and reasonable prudence necessitate 
7 that a borrower offer some security in addition 
8 to his good character the favourite form of 
9 extra security among Credit Union members is 
10 co-signers., osecause of the loan protection 
11 insurance, co-signers have no liability in event 
12 of the death or permanent disability of an in- 
13 surable borrower. Therefore, co-signing for a 
14 Credit Union borrower constitutes a belief in 


his horesty and general good character. Co- 
Signing is a splendid opportunity for a 
practical expression of human brotherhood. 

Credit Union members practice another 
form of human brotherhood by granting loans to 
so-called ‘sub-standard risks'. It is frequently 
the case that borrowers in this classification 
have become victims of circumstances beyond 
their control. As individuals, they would re- 
main helpless, but through the cooperation and 
assistance of their fellow Credit Union members 
their position can be improved. 

Here are some which cause so-called 
‘sub-standard risks! and the remedies which can 


be applied. 
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Cause: 

A person suffers from prolonged or 
recurring unemployment or sickness with the re- 
sult that his indebtedness increases. As his 
debts increase the rate of interest he must 
pay becomes higher because of the ‘risks! in- 
volved. Finally his circumstances are such 
that most of the money h* can supply toward his 
indebtedness is used for interest charges and 
the principai goes on indefinitely. It is 
almost inevitable that such a person will be- 
come completely demoralized and will become 
inclined not to try to help himself. 
Remedy: 

A Credit Union consolidation loan on 
a repayment plan he can afford will materially 
improve this person's circumstances. Since the 
Credit Union rate Simlcteaeen is low; most of 
the money applied on his indebtedness will be 
used to reduce the principal. This improves 
the person's morale. Since the amount of money 
involved will usually be substantial, some form 
of security in addition to the borrower's good 
character will be required. But this matter is 
usually arranged to the satisfaction of both 
parties. 
Cause: 

Merchants seeking a profit have been 
known to encourage people to buy many things 


Which they could not afford. It is quite easy 
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for a thoughless person to accumulate a series 
of monthly payments which become much higher 
than he can meet. Such a person is faced with 
the loss of his equity through the repossession 
of the merchandise, a loss he can by no means 
afford. 

Remedy ; 

If it has an ooportunity a Credit 
Committee will discourage purchases by such a 
member before they are made. Also, a Credit 
Committee will do everything possible to ‘rescue! 
such a person and then try to prevent following 
a similar pattern. 

Cause: 

A person is deficient in ability to 
spend his money wisely and is quite unaware of 
this deficiency. 

Remedy 

A Credit Committee makes an active 
effort to provide general information to all 
members about the wise use of money. Also, they 
make helpful suggestions to persons who apply for 
loans, gradually win their vespéot and confidence, 
and encourage them to seek advice in the future. 

There have been situations where loan 
applicants were hopelessly in debt to various 
persons and businesses and it was seriously 
questionable whether they could ever repay 
these debts in full. In such cases the Credit 


Committee contacted the various creditors and 
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arranged for them to settle for considerably 
less than on hundred cents on the dollar. The 
Credit Union advanced the amounts needed to make 
the settlement, the creditors received the best 
deal available and obtained their money immedi- 
ately, and the member was given a ‘fresh start' 
in life. 

Best Possible Source of “ecurity: 

A Credit Union is a person's best 
possible source of security, both as an in- 
dividual and as a member of society, for reasons 
stated and illustrated. 

In the event of adverse circumstances 
such as sickness - or unemployment, he need have 
no fear that he will be forced to surrender his 
personal property because of his indebtedness. 

There is, however, another illustration 
of what Credit Unions offer to society. They — 
provide effective safeguards against many of 
the results of a depression. Diminished pur- 
chasing power and lack of a market for gocds 
and services causes lay-offs. 

These factors accelerate the downward 
spiral. But the Qredit Unions, through avail- 
ability of credit, can and do much to help main- 
tain a high level of purchasing power, though it 
be on a lower level than under normal conditions. 

And even though a depression cannot 
be forestalled, its affects can be, and are 


modified by Credit Unions. In many families 
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payments on personal débts absorb as much as 
thirty per cent of current income so readjustment 
of these debts, in line with reduced current 
income appreciably ‘cushions the shock! of a 
depression. Such readjustment compels people 

to lower their standard of living, but it does 


not subject them to a condition of insecurity. 
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VALUE TO EMPLOYERS 
Employers generally support the 
principles of Credit Unions because; 

(a) Credit Unions relieve financial 
harassment due to indebtedness from 
which many employees suffer. Through 
such service Credit Union members 
become safer and more productive 

employees. 

(b) Creuit Unions increase the measure of 
security employees enjoy. This cir- 
cumstance reduces personnel turn-over. 

(c) Credit Unions make it easier for 
employees to acquire their own per- 
sonal property. This fact causes 
employees to feel. a greater respect 
for property in general and that of 
their employer's property. 

(d) Credit Unions enlighten employees on 
the problems of operating their own 
business. This generates among them a 
better understanding and appreciation- 
of the business problems of their 
employers. 

(e) Credit Unions raise employee morale 
and increase the loyalty of employees 


toward their employer. 
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LOANS 

Credit Unions grant loans to members 
in two categories; secured and unsecured. A 
secured loan is one that is protected by some 
sort of security in addition to the Credit 
Committee's knowledge of, and faith in, the 
good character of the borrower. An unsecured 
loan is based entirely on the good character of 
the borrower. 

The Co-Operative Syndicate Act does 
not stipulate the amounts which may be loaned 
under the categories secured and unsecured. 

The determination of the amounts is left to 
the discretion of the Credit Union Board of 
Directors. 
As security for loans Credit Unions 
can ask for 
(1) A co-signer; 
(2) Government bonds, pension plans or 
insurance policies. 

Most of our industrial organizations 
use the pension plan or insurance policy as 
security for loans. 

Lending practices are the same through- 
out the Province. All Credit Unions use similar 
types of securities, limitation of loan without 
security, the general practice being to permit | 
a loan without security up to $5.00. 

Loan Interest 


The Quebec Co-operative Syndicates Act 
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states that no Credit Union may loan funds at a 
rate higher than 1% on the unpaid balance. 

The general practice is that our Credit Unions 
abide by this ruling. There are a few exceptions, 
of course, where a Credit Union will loan funds 
at three-quarters of bhsepe® cent or one-half of 
one per cent. Within the Province institutions 
other than Credit Unions charge six per cent 
discount on loans and six per cent straight 
interest on ioans; other charge one and one- 
half per cent per month. 

Usually the rate of interest is 
governed by the by-laws of the Credit Union 
but there are a few exceptions where Credit 
Unions which deal in mortgage loans set the 
rate at one-half of one per cent, plus one 
per cent for insurance charges. 

Experienced Credit Union officials 
should never hesitate to grant loans up to the 
legal maximum and accept the various types of 
collateral demanded by law. This includes shares, 
co-signers, assignments on life insurance policies, 
bonds and other forms of personal property. 
Loans and Mortgages 

The average size of loan outstanding 
in Quebec Credit Unions is approximately $400. 
Loans are based on the requirements of those 
seeking such accommodation. The terms of loan 
may be from twelve to thirty-six months. 


The average size of loan is based on 
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the size and availability of cash in the specific 
Credit Union. In one Credit Union a borrower 
may not be able to obtain funds in excess of $1,000, 
whereas in another Credit Union he may be able to 
borrow one, two or three thousand dollars. It 
may also be based on the character of the in- 
dividual seeking funds. 
Causes of Delinguent Loans 

There are several causes of delinquent 
loans and, when a borrower becomes delinquent, 
he is usually the party to the situation who is 
the least at fault. Loans become, and continue 
to be, delinquent because the proper steps are 


not taken to eradicate the causes of delinquency. 


Causes: 

(a) Persons are sometimes permitted to 
acquire indebtedness in excess of their 
ability to pay; 

(b) After the indebtedness occurs unfore- 
seen changes in a person's circum- 
stances make it impossible to fulfil 
the terms of his obligations; 

(c) People are fundamentally honest but 


they are also ‘all too human'. Some 
are inclined to meet their obligations 
as agreed and still pursue their per- 
sonal pleasures to the neglect of 
their obligations; 

(d) A few are dishonest and deliberately 


default on their debts. 
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The Board of Directors is responsible 
for sending reminders to borrowers who disregard 
their obligations and for dealing with any 
borrowers who deliberately dgfault. If the 
Board performs its duties in this respect properly, 
delinquencies from these causes are held to a 
minimum. 

Removing the o*her two causes of de- 
linquency is the responsibility of the Credit 
Committee. 

Credit counselling by a competent 
Credit Committee will prevent a person from 
contracting an indeptedness beyond his ability 
to repay or on terms he cannot meet, 

The remaining cause of delinquency is 
an unforeseen change in a person's circumstances 
which make it impossible for him to fulfil the 
terms of his obligation. 

The Credit Committee can render an 
extremely important additional service to a 
member by reducing the amount of his loan pay- 
ment whenever a change in his circumstances makes 
it impossible for him to make the payment to 
which he originally agreed. This is accomplished 
by drawing up an extension agreement. AS noted 
in the section of the brief outlining the re- 
sponsibilities of Directors; it is important to 
the development of the character of the borrower 
that he be required to fulfil the obligations as 


agreed. However, no person can be required to 
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meet terms that are beyond his ability to 
fulfil. The importance of the wise use of 
extension agreements will be further emphasized 
a little later in our discussion. 

Control Over Delinquent Loans 

The Directors are responsible for 
safeguarding the investments of the members. 
Therefore, loans cannot es permitted to become 
unduly delinquent. 

Ali Credit Union members must be re- 
quired to repay their loans as agreed or be 
excused for good cause. In many Credit Unions, 
Directors control delinquent loans by appointing 
a Delinquent Loan Committee. This Committee 
studies the manner in which all loans are repaid 
and takes appropriate action without injury to 


the Credit Union or the member (s) igvolved. 


Uncollectible Loa 


In Sed dark ae all types of business, 
losses occur, and, although Credit Unions enjoy 
an extremely favourable loss ratio, they are by 
no means completely exempt from all such losses. 
Therefore, whenever it is determined that a 
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| balance is absolutely uncollectible, the 
Directors authorize the Treasurer to charge if 
off the reserve fund. Since losses are so low, 
this reserve fund accumulates rapidly. Therefore 
the law permits additions to the reserve fund. 


gecurity of Member Investments - Loans 


In addition to the security provisions 
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of the Co-operative Syndicates Act, the rules. 
governing granting of credit, bonding of those 
responsible for handling Credit Union funds, 
plus the insurance protection services, our 
Credit Union lafis provide that, at the end 

of each year 10% of net earnings must be trans- 
ferred to a fund which becomes a reserve for 
losses. Losses are so + #11 that, for every 
hunred dollars loaned out, less than 15 cents 
(.15%) has been lost in bad debts. 

Notwithstanding all these precautions 
experience was proved that losses can occur 
from: 

(a) occasional deliberate dishonesty; 
(b) lack of faithful performance of duties; 
(c) forgery or alteration of cheques 
and other legal papers; 
(da) burglary and robbery; 
(e) a circumstance called misplacement 

and mysterious unexplainable dis- 

appearance. 

Because of these factors various bonds 
have been developed to protect Credit Unions 
against such losses. It is the legal respon- 
sibility of a Board of Directors to determine 
and obtain the type and amount of bond coverage 
their Credit Union needs. In Quebec, Credit 
Unions can obtain a bond which protects Credit 
Unions against all five of the types of possible 


losses enumerated above, up to $1,000,000.00. 
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This bond is available at a reasonable premium 


cost. 


CUNA Bonding Service 


The primary objective of this depart- 
ment is to provide every Credit Union with a 
proper and adequate bond. During the past 
fifteen years it has been conducting an in- 
tensive and exhaustive «dy of the bonding 
needs of Credit Unions. It has made available 
to Credit Unions a bond which: 
(a) Covers every person who has been 
authorized to handle the funds of 
the Credit Union; 
(b) Covers officers and committee members 
when performing their duties as such; 
(c) Covers Credit Unions from practically 
every conceivable cause of bondable 
loss; 
(da) Covers all assets admitted or non- 
admitted up to $1,000,000. for each 


Credit Union. 
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FINANCIAL POSITION - INVESTMENTS 

The amount of shares outstanding as 
of December 31, 1960, was 28,949,000. The 
amount of deposits as of December 31, 1960, 
was $5,752,222. These deposits are on the 
books of only a very small number of our Credit 
Unions, because we do not believe deposit 
aocounts are justified vw -<re the Credit Unions 
do not have a checking account service. 

Outstanding loans to members only, 
as of December 31, 1960, amounted to $30,561,809. 

The amount of mortgage loans outstanding 
as of December 31, 1960 was $2,700,401. These 
are limited to a minority group because it is 
not a general practice of our Credit Unions 
to handle mortgage loans. 

Reserves as of December 31, 1960 
amounted to $1,102,842. 

Assets as of December 31, 1960 were 
$3.8),6755 955. 

Investments as of December 31, 1960 
amounted to $2,382,601. This figure is con- 
fined to a minority group due to the fact that 
our Credit Unions, because of a high demand fpr 
loans from members, seldom have excess funds 
to invest. Up to 90% of the funds of the 
Credit Unions are loaned to the members. 
Investments - Policies 

Our larger Credit Unions, which do 


have excess funds must investmthem in stocks 
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or debentures of the Domine Canada or of the 
Province of Quebec or in securities guaranteed 
by the Dominion or the Province; or in the 
securities of any municipality or school cor- 
poration in this Province; or in duly 
authorized loans for the erection or repair 
of churches, presbyteries or cemeteries in 
this Province; or in the ‘oans of fabriques or 
ecclesiastical or religious corporations in 
the Province; or ona first privilege or first 
hypothec to an amount not exceeding three- 
fifths of the municipal valuation of the real 
estate affected. (See Section 49, pages 8 
and 9 of the Quebec Co-operative Syndicates Act.) 
To forestal any possibility of dis- 
honourable and questionable practices by Credit 
Union officers the Co-operative Syndicates Act 
stipulates that Credit Unions must request per- 
mission from the Quebec Credit Union League 
to invest these funds, thus preventing mal- 
practice. 
(See Section 40, Paragraphs 1, 2,:°3, of the 
Co-operative Syndicates Act, copy attached.) 
Cash and Liquid Reserves 
Section 16, item 2, of the Quebec Co- 
operative Syndicates Act rules that "The total 
amount of the sum borrowed by a syndicate shall 
not, at any time, exceed twice the amount of 
its special reserve fund mentioned in section 39, 


and of its paid-up and unimpaired capital. For 
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the purposes of this sub-section, savings en- 
trusted to a Credit Union by its members, and 
loans entirely secured by the pledging of 
securities or moveable effects, shall not be 
considered as borrowed sums," 

Many of our Credit Unions keep five 
to ten per cent of assets in cash. However, 
there are periods when t= -ir assets may go 
below the prescribed reserve. At such time 
they have agreed borrowing powers with the 
bank, with which they do business, or with 
Quebec Central Credit Union. If the Credit 
Union is a member of Quebec Central Credit Union 
they have borrowing powers according to their 
credit standing or their past experience with 


Quebec Central Credit Union. 
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THE COSTS OF CREDIT 


There are two types of interest but 
the average person makes little or no effort 
to distinguish between them. There is simple 
interest charged by our Crédit Unions and 
there is discount interest. Simple interest is 
figured at so much per month on the unpaid 
balance and is collectec ‘1en each payment is 
made. Discouic interest is deducted in ad- 
vance from the amount of the loan and the 
borrower receives the balance. 

To illustrate: Mr. Jones borrows 
$100.00 to be repaid in twelve regular and 
equal monthly instalments plus an interest cost 
of one per cent per month on the unpaid balance. 
He will pay twelve per cent simple interest. 
But he will enjoy the use of the $100.00. But 
if Mr. Brown borrows $100.00 to be repaid in 
twelve regular and equal monthly instalments 
including interest and that six dollars and 
fifty cents in interest is deducted in advance. 
He will pay six and one-half per cent discount 
interest. And he will only oe the use of 
$93.50. 

In both cases the interest cost will 
be $6.50 and Mr. Jones who will pay twelve per 
cent simple interest will enjoy the use of the 
larger amount of money. 

The foregoing facts mean four things 


to us in the Credit Union movement: 
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(a) It is important to distinguish between 
simple interest and discount interest; 
(b) It is highly desirable to determine in 
advance the total money cost of credit 
which is obtained for so much interest 
per month on the unpaid balance; 
(c) It would be interesting to convert 
the money cost ~f credit into a rate 
of simple interest because the money 
cost of credit is the really important 
consideration. 
1) Determining the Money Cost of Credit: 
In°cases where’a discount interest is 
charged the money cost of credit is equal to 
the amount of interest deducted. When simple 
interest (so much per month on the unpaid balance) 
is charged, the total money cost of the credit 
can be determined by using the following for-_ 
mula: Total interest equals the interest for 
the first month times the number of payments 
plus one dividend by two. Example: $300 borrowed 
at one per cent per month on the unpaid balance, 
to be repaid in twelve regular and equal monthly 
instalments plus interest. Total interest equals 
$3.00 x 422 plus 1) - $19.50. (If payments are 
made weekly or semi-monthly, this formula will 
product an answer which will be reasonably close 
to the actual amount.) 
2) Converting Money Cost Into Interest Rate: 


The formula for converting the money 
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cost of credit into a rate of simple interest 
is as follows: 

Interest rate equals ¢@ x 12 money cost 

Amount received x (number of payments plus 1). 

In the case of Mr. Brown, he contracted 
to repay $100. in twelve regular and equal 
monthly instalments at a money cost of $6.50 
and he received $93.50. ‘t is interesting to 
determine the actual rate of simple interest 


Which Mr. Brown paid 


Interest rate equals Gt 2andifome$§.50 = $156.00 
$93.50 x (12 plus 1) = $1215.50 


By converting these dollar figures to a per- 
centage, $156.00 plus $1,215.50 - .28 or 12.8% 
in terms of simple interest, Mr. Brown paid 12.8%. 
Also, the Credit Union loan would pro- 
bably be covered by life and permanent disability 
insurance at no cost to the member. 
In determining the true money cost of 
eredit, any service charges or investigation fees 
must also be added to the interest, or carrying 


charge. 
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OPERATING EXPENSE ITEMS OF CREDIT UNIONS 
As shown in the consolidated balance 
sheet for 1960, included with this brief our 
Credit Unions derive their income from interest 
on loans to members, membership entrance fees 
and annual income from dividends on investments, 
The expenses incurred by Credit 
Unions are: 
- Administration expenses, such as, the 
- management of the office; 
- light, heat and power}; 
~ miscellaneous charges; 
~ gratuities; 
- loan protection tnsurance; 
- loan and life savings! insurance 
protection; 
- interest refunds (which are becoming 
quite popular in this Province) 
- League dues to our Quebec Credit 
Union League to pay operating costs 
of the League; 
~ bond insurance, which is a protection 
‘for our Credit Unions; 
- educational expenses, which pay for 
the educational services the Credit 
Union provides for its members; 
- general meeting expenses which would 
cover all meetings held during the 
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QUEBEC CREDIT UNION LEAGUE 


CONSOLIDATED BALANCE SHEET 


As of December 31st, 1960 
A 8 5 Beeps 
CASH 
(12) Cash oie oe oe 
(13) Banks 1,900, 466.00 
(14) Others 25,846.00 
(16) TOPAL $ 2,140,833.00 
INVESTMENTS 
CLT) Paes 02 W:. 352,396.00 
(Pa) O50 20.L. 16, 241.00 
(17b) Government Bonds 1,738,144.00 
(17c) Others 275,820.00 
(29) FOTAE 2;382,601.00 
LOANS 
(30) Personal 30,562, 809.00 
(30a) Mortgage 2,700,401.00 
(30b) Others 27-7265 .00 
(40) TOTAL 33,539,475.00 


FIXED ASSETS 


(47) Furniture & Fixtures 164,611.00 


(47a) Property PTY725 (00 
(47b) Others 274,710.00 611,046.00 
(49) GRAND TOTAL OF ASSETS $38,673, 955.00 


The numbers in brackets correspond 
to paragraph numbers in: 


"Questions for Briefs to be Sub- 
mitted by Credit Union Leagues 
(Associations) ." 
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LIASBI LObeBeE ERs 


SHARES 

(59) Shares $28,949,000.00 

(50a) Deposits 5,75e.ece.00 

(54 )oCTOTAL S54, 701; 222200 


LOANS PAYABLE 


(60) Loans from Quebec 


Central C.U. 610, 901,00 
(61) Loans from Banks 175,410,;00 
(62) Loans from Others 830,658.00 
(63) TOTAL 1,216,969,00 
SURPLUS 
(64) Undivided Earnings 1,652,922.00 
RESERVES 
(65) Reserves 1,102, 842.00 
(67) GRAND TOTAL OF LIABILITIES § 38,675,955 .00 


The numbers in brackets correspond 
to paragraph numbers in: 


"Questions for Briefs to be Sub- 
mitted by Credit Union. Leagues 
(Associations)." 
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QUEBEC CREDIT UNION LEAGUE 
CONSOLIDATED STATEMENT OF INCOME AND EXPENSES 


For the period ending December 31, 1960 


I NCOOME 
EARNINGS 
(68) Loan Interest ¢ 1608, 240,00 
(69) Interest on 
Investments LI6 755700 
({c)} Other ™arnings 751801.00 
(73) TOTAL EARNINGS $2,798,446 .00 
fo? Been Ss 
(74) Saharies and Wages 305,222.00 
(75) Administration B59, 1 hl. 
( 
(76) GRAND TOTAL OF EXPENSES 1,144, 993.00 
(80) RETAINED EARNINGS $1,653,453,00 


The numbers in brackets correspond 
to paragraph numbers in: 


"Questions for Briefs to be Sub- 
mitted by Credit Union Leagues 
(Associations)." 
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5 EC IT_UNION 

6 SIZE,DISTRIBUTI' ER F = N 

(1) (2) (3) trey (A) (5) 

7 Size of : No. of C.Us, Membership Total %of assets 4% of assets in 

Assets Assets in investments loans and mort- 
gages 

(6) Under $500,000 183 ~ , 233,781 4.82% 85.4% 


9 (7) $500,000 to | 
$1,000,000 11 - 8,276, 339 6.2% 86.6% 


10 \\(8) $1,000,000 and 
over 6 - 15,163,835 7.5% 88% 


13 TOTAL 200 82,000 $38,673.955 
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1 

2 

5 

4 

QUEBEC CENTRAL CREDIT UNION 

5 BALANCE SHEETS from 195) to 1961 

Oussets 

7 DEC. PPD. EXP. CASH LOANS FUR & FIX INVESTMENTS TOTAL 
961 $1,975.20 $ 42,546.19 $ 546,950.56 $1,674.01 $ 3,556.81  $ 596,702.77 

gil960 1,052.2 hh, 01.96 387,6 33.55 1,397.28 3,021.68 1437, 906 ote 
959 359.17 21,696. 30 286,498.70 230,00 |" 3,295.00 315,086.05 
958 31.8..33) 4 1359938 ver 190, 848.5) 253.25 3,096, 52 208, 9154. 38 

Q |1957 829.13 i; 839. 96 131,188. 28 293.00 3,001.04 143, 5151, 12 
956 359.32 1,109.51 124,446.37 332.75 3,001. oh 119, 248, 99 
955 100.5) af 5817, 22 70,63245.55 372.50 3,001.0) 77,882.85 

10 95h 74.85 *329, \7 32,651.00 65.75 1.02 33,122.09 

11 LIABILITIES 

12 EC, DEP. ACCT, PAY. RESERVES SHARES SURPLUS TOTAL LOANS PAY. 
961 $ 83,000.00 $1,591.86 $ 8,791.10 $ 480,087.63 $ 23,231.88 $ 596,702.77 - 

13 960 16, 050. oo 15 555.23 1,6 SL Oly. -. B20, 5496.78 13,353.67 437,906. 72 $ 50,000.0 
959 397.17 5, 200.10 282 5995. 3 res fa °292.57 315,086.05  15,000.0 
958 - 504.90 3,528.88 186, 223.3 8,197.17 208,454.38 10,000. 

14 1957 - 1,911.61 2,660.32 133, 483.38 ~ 5,096.10 143,151.41 - 
956 - Leys th Uis*o1 | AAS; 5699.7) boob. 7 119, 2h8.99 - 
955 Ss 101.35 388,20 75, 782.40 1,610.90 177,882.85 * 

15 195k + - 213.52 31,819.89 1,016.68 33,122.09 - 

16 

17 

18 

19 

20 

21 

24 

23 

24 

25 

26 

27 

28 

29 
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QUEBEC CREDIT UNION LEAGUE: 
Purposes and Objectives: 

This can best be described as a com- 
bination trade association and public service 
organization. The league staff consists of a 
Managing Director, field representative and 
office employees. 

It was establi-hed in 1942. 

The vrimary purpose of a league is 
to encourage and enable various eligible 
groups throughout the province to form Credit 
Unions. 

League representatives organize new 
Credit Unions by contacting the leaders of 
eligible groups and explaining the Credit Union 
services and benefits which are available to 
the members of the group. The league repre- 
sentatives help interested groups to obtain a 
provincial Credit Union charter. 

They also participate in the organi- 
zational meeting of the new Credit Union and 
teach the board of directors, Credit Committee, 
Supervisory Committee and Treasurer how to 
operate the Credit Union properly. 

The newly-formed Credit Union incurs 
no cost or obligation for these league services. 
However, almost without exception, the Credit 
Union becomes a member of the league. 

The League also informs the general 


public about the nature and functions of Credit 
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Unions. This objective is accomplished 

through press releases, the showing of special 
films, providing speakers for special gatherings 
and inviting religious, labour and community, 
business and government representatives to 
Credit Union functions. 

The Quebec Credit Union League has a 
definite responsibility to protect and further 
the legislative interests of their Credit Unions 
at the provincial level. 

The Credit Union National Association 
and National Association of Canada Credit 
Unions handle legislative matters on a national 
and provincial scale. 

Staff and Duties 
Managing Director 

The Managing Director is responsible 
for developing policies and objectives designed 
to fulfil the basic purposes of the League and 
recommend these policies and objectives to 
the League Board for their consideration. He 
must also carry out the policies and objectives 
adopted by the League Board. 

The Managing Director employdsaltield 
staff and directs their activities. He also 
engages the office staff and supervises their 
activities. In general the Director provides 
Credit Unions with leadership, guidance, ie 


spiration and technical advise. 
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Field Representatives 

The field representative of the 
League makes periodic calls on the Credit Unions 
in his territory. He helps to solve any 
operating problems the Treasurer, Board, or 
Committees of the Credit Union may have. He 
sini provides the Treasurer, Board and Committees 
with Leadership, guidance and inspiration. 
The Field Representatives of the League visit 
all Credit Unions regularly to inspect the 
operations generally and, if necessary, attend 
the meetings of the Board of Management and 
the Credit and Supervisory Committees to verify 
that they are performing their duties in 
accordance with the by-laws of the Quebec 
Cooperative Syndicates Act. 
Services to Credit Unions 

Credit Unions need accounting and 
record keeping forms which have been especially 
designed for their use. To facilitate auditing 
activities it is necessary to standardize these 
supplies. Credit Unions also need various 
educational and promotional materials to use 
in programmes of membership development. 
Quebec Credit Union League operates a supply 
department, distributing printed materials pro- 
duced by the Cuna Supply Co-operative. The 
Quebec Credit Union League has an inspection 
department, the members of which periodically 


visit the Credit Unions throughout the Province, 
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examining the books and making an annual audit 
and they supply the necessary balance sheets 

for the Provincial and Federal Government. This 
is another form of protection. 

Security 

The League has a Loss Prevention Pro- 
gramme where a representative of the bonding 
company periodically sursvs all Credit Unions 
within the Province to verify that they are 
taking all precautions to safeguard the funds 
of the Credit Unions and use up-to-date accounting 
methods. (See material atbached from the Loss 
Prevention Programme Committee.) 

Many of our larger Credit Unions en- 
gage professional auditors as an added safeguard. 
Stabilization Fund 

As a further protection for Credit 
Unions the Quebec Credit Union League is now 
studying setting up a Stabilization Fund. 

The draft outline of this plan follows: 

1. The name ‘of ‘the plan shall be “the Credit 
Union Stabilization Fund of the Quebec 
Credit Union League" hereinafter referred 
to as the "FUND". 

c. The purpose of the FUND shall be the 
financial rehabilitation and stabilization 
of Credit Unions affiliated with the Quebec 
Credit Union League, including assistance 
permitting efficient and orderly liquida- 


tion of the assets of Credit Unions which 


t » 
,. Pe) 
» 
» 


q i] 


yi | be, 


i 


; vill i 
S)) , 


| on 
tibys [evans ne potas bas. woe edt prznaen | 


‘i | eteerda sonsisd wisaasosn 9 ont ckadee ‘yedd bas e | . 
ij oh 
| atitt: .tremnrevod Levee bas Lstontvest orld, 10% je 
ne oss estos ex fiettoedorg to-mmo? tendons ef I 
| | xdinsoee ian 
-o11 notdnevetd geod s esd suagsel oT .- P- 
an oo. grtbnod edd to evidsdnesstgqer s etedw smmsta | . 
: anotaU tibe,d [fsa eve we vyilsotboiteq, vaisqmos : 
: | “»9%g vedd dent viitev o¢ oontvotd ort, middiw 1 
abrut ert btavaetse of anoltinecetg [is snived ot 
antiauooos stgb-od-qu eau bos anotaU diberd edd to In 
aso) end mot? bedosids Lattedsm 908), .aboddem “PSE 
| (,setstmmod omaatz0T! nobtnevetd ‘yet 
-~19 eftotnU dtbetO teetsl two to vitsM 7 a 
| ber gugstse bebbs me es atodibys Lsnoteretorg cass ia 
| hw rottsstitdedé 
tibet) tot notdosdorg teddant-s aA VE 
wort elf sxasead notat tibexrD oceder— sft aro lnv &i 
bast cottasiflidst® si. qu antddea aninbude fer 
:gwollot asiq atdt to satidwo tisib sAT jos 
dbbetd siti ed flere nslq ent to oman oft. .L | re 
osdenuQ edd to bawt notdssiliidssa aotau  - A HES 
betiretet ssesehidiasideal "“euagel notin dbber). .. es 
‘- | . w"GNuT" edt as ot | BS 
a] eid od fisda GUUT ont to seoquwq efT. .S- yes 
re fotisstitdeta bas notdsedilidsriss Istonsalt . Of 
osdeu® oft ddéiw betetlttis enolsU ¢ibhetd to ipee 
4 sonstetess antbulont .swased aolnU tibet : 
-sbiupif vlvebto bas dnetottie antsdimreq 
ne Saati ‘enoLe gibes) to adezas' oid to mols | 
om bs ; Ai eae a 


Nethercut & Young 
Terento, Ontaric Al 283 


decide to dissolve. 

3. The purpose of the FUND shall in no way 
replace good Credit Union management nor 
shall it eliminate the need for constant _ 
adequate bonding coverage of all pe car 
Union employees and/or officials. 

4, The FUND shall be sponsored by the Quebec 
Credit Union Leagu~ and shall be one of 
its services, It-shall be administered 
in accordance with rules and regulations 
approved by the participants. 

5. Participation in the FUND shall be com- 
pulsory and the participants shall have 
vested interest in the assets and li- 
abilities of the FUND. 

Rules and Regulations 

1.1. Membership 

(a) Membership in the FUND shall be com- 
pulsory for all Credit Unions 
affiliated with the Quebec Credit 
Union League. 

(b) Termination of membership in the 
Quebec Credit League shall as of the 
effective date thereof constitute 
termination of membership in the FUND. 
A terminated member's capital contri- 
bution shall be returned to it after 
being adjusted on a pro-rata basis 
for such expenses and grants as may have 


ia 4 
been charged against the capital 
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1 contribution accounts of all members. 
2 No income of the FUND shall be payable 
3 to a terminating member. Capital con- 
4 tributions of a terminating member 
3 shall be returned at such times and 
6 in such amounts as shall be determined 
7 by chby the Board of Trustees, provided, 
8 however, that vayment in full shall be 
9 made not more than three years after 
10 the date of termination. 
11 (c) Failure to contribute to the FUND as 
12 required under these by-laws shall 
13 terminate membership in the Quebec 
14 Credit Union League. 
15 Administration 
16 Hip The FUND shall be administered by a 
17 Board of five Trustees, two of which 
18 shall be elected annually at the 
19 annual meeting of the League by and 
20 from delegates representing Credit 
21 | Unions affiliated to the League. The 
yy Yhree remaining members of the Board 
23 of Trustees shall be appointed annu- 
24 ally by the Board of Directors of the 
25 Quebec Credit Union League. The ‘'r 
26 Treasurer of the League shall be the 
27 Treasurer of the FUND. 
28 ‘8. Vacancies on the Board of Trustees 
29 shall be filled by the Board of 


50! Directors of the League until the next 


oe 
sf NSA 
| Te 


- ,esecimem ite his Bd 


i a aie od ifsna: ae 40 ‘oman on ‘a0 it 


| -noe Lattes® .sedmem gatvsntored.s ihe xn 
Si Pa yedmom sottentaed s Yovanotiudirt Cats 
bis gents dove ts benwiew od, [listen 


ie - bentmredeb ed) Liete as etnwoma coumenty inl 


~beblverg yasetaver? to basod, ent vdildevd .- 


ed Ltsce Livt nt ctremyes tacit, provewort fer) 


rstte arssv /serdt naedd ettom tor ebsm 


, .sotdern.tomest to otsb edd 


as GUuUT edt oc edudindnos ot stylist» (0) 


Se Oe el 


fiete ewsl-vd stent wehbe bertypet © 


ee 

if 

' 
mY 
4) 

i 

i io 
i 


osdenu@ ond nf qicersdmem etdantarred ‘er 


eugsed nota shhbetO: yoy: pet 
 gotisidetatmba iB 
8 vd betedainimbs od Ilade Cuut edfl. 1 a 
fofdw to ows ,aesteau tT evil to brsod ia 
» oft ts wissnns, betoele ed tisde i al 
bas vd exugsed said. to anideem Lsunrts . er 
tibero arbdnesotaet setsnefeb moxt og ; 
efit .aunsel edt o¢ betstiilts) eno lav | ig 
bised edt to evtedmem sniniemet se tly a ES 
“UNITS bedntoqas - iisde aseteutT To es 
eit to enodosrid. to Sbtsod. eddy vod vils jas 


vw) off ~ , sunsed notnU dibetd cadexs) 
eft od [I ste svasal edt to tetvesstT 
“ein »,CMU% ont to. tetwesstT 
_ BeadeutT to brsom edd no eetomsosV 8.8 


») “te based srite vd belLlh? ed ILsrle 


o dxen end Ltda evased ent Yo etotoetid — 
wired ii" Lay ee 10) 


Nethercut & Young 


Tercnte, Ontaria A1285 
1 election of the Board of Trustees. 
2 a The President and Managing Director 
3 of the League shall be officio 
o members of the Board of Trustees 
§ without vote. 
6 4, At the first meeting of the Board 
r of Trustees following the annual 
8 meeting of th- Quebec Credit Union 
9 League, the said Board of \Trustees 
10 ‘> ghall elect from among their number 
11 2 cbndu@hatnmans08Vice-Chatrman and a 
12 Secretary. 
13 Duties of Officers 
14 Ue The Chairman shall preside at all 
15 meetings of the Board of Trustees; 
16 _ Shall countersign all cheques, drafts, 
17 notes, and other legal documents of 
18 the FUND: and shall perform such other 
19 duties as customary to his office or 
20 as they may be directed are to per- 


form by the Board of Trustees, 

a. The Vice Chairman shall have and exer- 
Gise all the powers, authority and 
duties of the chairman during his 
absence or his inability to act. 

ma The Secretary shall keep the minutes 
of all regular and special meetings 
of the Board of Trustees and report 
regularly to the Board of Directors of 


the League and at the annual meeting 
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1 of the Quebec Credit Union League. 
2 4, The Treasurer shall have general 
3 charge and custody and be responsible 
4 for all funds and securities of the 
5 FUND and deposit all money received 
6 in the name of the FUND in such banks, 
7 trust companies, or other depositories 
8 . as the Board * Trustees shall deter- 
9 mine. He shall sign all written orders 
10 for withdrawal of funds from any 
11 depository, keep correct and complete 
12 books and records of accounts and 
13 render quarterly reports to the Board 
14 of Trustees showing the financial 
15 position of the FUND. 
16 Duties of the Board of Trustees 
17 ce The Board of Trustees shall meet as 
18 often as necessary to carry out the 
19 general administration of the FUND, 
20 but not less than four times per year. 
21 A majority of the voting members of 
Ze the Board of Trustees shall con»: 
23 stitute a quorum, 
24 ae The Board of Trustees shall have the 
25 responsibility for the general admini- 
26 stration and management of the FUND 
27 and more specifically: 
28 (a) Keep appropriate records of their 
29 meetings; 


30 (b) Designate depositories for the monies 
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' and other assets of the FUND: 

(c)OInvest and reinvest the monies as 
provided for in the Quebec Co-opera- 

bivetive Syndicates Act and collect 
dividends, interest and earnings 
therefrom. and sell and convert 
investments; 

(d)..Make. suck »*xpenditures as.may be 
necessary to operate the FUND 
efficiently; 

(e) Engage personnel for the proper 
operations and administration of the 
FUND and fix remuneration for such 
personnel; 

(f) Provide. 100% bond coverage for all 
persons handling funds; 

(zg) Stabilize member.Credit Unions showing 
the need thereof within the re- 
sources of. the FUND; 

(h) Enter into agreements with Credit 
Unions desiring assistance or 
wishing to liquidate; 

(i). Sell, assign, or otherwise dispose of 
assets acquired from liquidation to 
thecend of complete.orderly and 
business-like liquidation of such 
assets; and to the end. that the fair 
value of such assets may be realized 
from such liquidation; 


(j) Establish such rules and regulations 
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“which, from time to time, may be 
necessary for the proper administra- 
tion of the FUND; 

(k) Report annually in writing to the 
annual meeting of the Quebec Credit 
Union League and to each partici- 
pating member of the KUND; 
me Members of tr: Board of Trustees shall 
serve without remuneration, but shall 
be entitled to be reimbursed for such 
out-of-pocket expenses as shall be 
approved by themselves according to 
Credit Union League policies. 
Funding 
B. A fund of money (the FUND) shall be 
established and maintained by pooling 
invehgrents of all Credit Unions 
affiliated with the Quebec Credit Union 
League. The amount of the annual 
invesinvestment of each Credit Union shall 
be a sum equivalent to one-tenth of 
one per cent of its total shares and 
deposits. Such investment shall be paid 
into the FUND on or before March 3lst 
annually. 

4. The total amount of the FUND so created 
Shall be pooled to a sum equal to one 
per cent (1%) of each Credit Union's 
total shares and deposits. 


hae The monies comprising the FUND, when not 
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if in use for the purpose of the FUND, 
2 shall be invested in such ways and 
3 places as are approved by the Quebec 
& Cooperative Syndicates Act. 
5 4, Earnings from investments of the FUND 
6 shall accrue to the FUND and shall be 
7 used to pay the expenses of operations 
8 or as determi 1 by the Board of Trustees. 
9 5. Separate accounting shall be made for 
10 the investment of each participating 
i1 Credit Union. Statements verifying 
12 these accounts shall be given annually 
13 to each Credit Union on or before Maréh) 
14 Slst in each year. 
15 6. There shall be prepared annually a 
16 valuation of the FUND by the Inspection 
17 Department of the League. The value of 
18 the investment of each Credit Union 
19 shall be increased or decreased 
20 accordingly. 
21 a The fiscal year of the RUND shall be 
22 that of the Quebec Credit Union League. 
29 Regulations 
24 ne Each application by a Credit Union for 
25 assistance shall be made in writing to 
26 the Board of Trustees and shall, inso- 
27 far as applicable, be in the following 
28 terms: 
29 (a) A letter from the Credit Union 
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addressed to the Board of 

Trustees formally requesting aid; 
(bo) A financial statement and 

statistical report as of the date 


the request is made; 


~~ 


(c) A copy of the inspection report for 
the previous two inspections; 

(ad) An analys*s of outstanding loans; 

(e) A list of shareholders shywing 
amounts of shares held by each, 
together with deposit accounts if 
applicable; 

(f) A list of the officials of the 
Credit Union and of the person in 
charge of the record, together with 
their address and telephone numbers; 

(¢g) A statement duly signed by the 
president and secretary as to the 
reasons for assistance; what has 
been done to counteract the situ- 
ation; history of the Credit Union 
and the present location of the 
records. 

fs Each application for assistance shall 
be considered on its own merits and 
remedies shall be designed to give 
adequate assistance. 

De The Board of Trustees shall determine 
the amount and form of assistance given 


which may be one or more of the 
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following: 

(a) Supply and pay for a qualjfied 
manager; 

(b) Grant a low interest loan; 

(c) Make a grant in aid, as the Board 
of Trustees may determine; 

(d) Other methods as the Board of Trustees 
may emplo. 

4, Wherever possible a Credit Union which 
has received assistance shall be expected 
to repay the FUND for the assistance 
received. Losses in dissolution shall 
be kept to a minimum and shall be 
charged to the FUND. 

- Decisions of the Board of Trustees may 
be appealed to the Board of Directors 
of the League who may make recommendation 
for other disposal. 

Dissolution of the Fund 

as This Stabilization Fund may be dissolved 
upon the application in writing, 
supported by two-thirds of the partici- 
pating Credit Unions and subject to a 
special resolution of the Quebec Credit 
Union League ratifying the intent of 
dissolution. 

Be Upon dissolution, the net assets of the 
FUND shall be liquidated and distributed 
to the participating Credit Unions in 


relation to their investments in the FUND. 
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Amendments 

These by-laws may be amended at any 
annual or special meeting of the Quebec 
Credit Union League by a two-third Vote of 
delegates present, provided, however, that 
the Board of Trustees shall have the 
rights tomake changes in any rules or re- 
gulations governir this FUND which do not 
reverse or alter the present policies 
established by these by-laws. Any change 
made by the Board of Trustees shall not 
become operative until it has received 
approval from the Board of Directors of 


the Credit Union League of Quebec. 
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, QUEBEC CENTRAL CREDIT UNION 
2 Quebec Central Credit Union (separate 
3 from the Quebec tOredit Union League in purpose 
4 and functions) was organized in 1951 to service 
5 members of Supervisory and Credit Committees in 
6 the individual Credit Unions who are not pero 
7 mitted to borrow from their own Credit Union be- 


cause, we believe, some cans must be available 
for these officers to borrow funds. 

In a small way, Quebec Central Credit 
Union also assists Credit Unions in times of 
need to meet the demands for withdrawals or loan 
demands. From the annual reports (1954 to date) 
attached, it will be noted that Quebec Central 
growth has been slow due to the fact that the 
funds in Central are only the reserve funds of 
our Credit Unions. 

As far as Credit Unions interloaning 
with one another it is exceptional for our Credit 
Unions to borrow from each other. Only our larger 
Credit Unions would transact this type of lending. 
We have tried to educate our Credit Unions to 
make full use of Quebec Central Credit Union. 

Our larger Credit Unions create a line of credit 
with their respective banks, depending upon the 
volume of their assets. 

Credit Unions grant credit to their 
general membership, whereas Quebec Central Credit 
Union has to give credit to Credit Unions and to 


the officers of Credit Unions where they are not 
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permitted to borrow from their own association. 
In this case Quebec Central Credit Union follows 
a policy under which the officer requesting 
credit from Quebec Central is permitted to borrow 
only an amount equal to that which he could 


borrow from his own Credit Union. 
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proof: 

1) THAT 
2) THAT 
3) THAT 
A) THAT, 
5) THAT 
6) THAT 
7) SHAT 
8) THAT 


C ONCLUSIONS 


We submit there is incontrovertible 


Credit Unions in the Province of Quebec 
are essential to the welfare and 
economic stability of more than 82,000 
residents of this Province. 

the strengths « the movement far out- 
weigch:the weaknesses. 

there is room for considerable expansion 
of the movement in this Province. 

with few exceptions, due mostly to 
human frailty and inexperience, all 
Credit Unions in this Province are 
operated and administered in accordance 
with the basic rules and principles of 
the movement. 

the financial position of the Credit. 
Unions is sound. 
there are adequate safeguards for pro- 
tecting the investments and savings of 
members. 
Credit Unions in this PEpvince and elseQ 
where are a bulwark against the practices 
of those who consider usuricus operations 
are more important than human welfare. 
despite the interest and best efforts of 
legislators, we have not yet reached the 
point where legislation is adequate to 


the needs of the movement. 
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9) THAT the movement as a whole and the opera- 


10) THAT 


11) THAT 


tions of the Credit Unions in particular 
study, protect and defend the economic 
interests of what are generally described 
as "the working classes". 

in following these principédes the Credit 
Unions do not compete with established 
financial institutions. 

our loss experience is very small and 
that stringent operating procedures pro- 
vide ie aim protection against such 
losses through the allotment of 10% 

of net income to reserve as a guarantee 


against such losses. 
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REC OMMENDATIONS 


On behalf of the Credit Unions in the 


Province of Quebec, the Quebec Credit Union League 


submits the following recommendations: 


1) 


4) 


THAT a Credit Union Act be introduced by the 


THAT 


THAT 


THAT 


Quebec Legislature because this is the 
only Province in Canada in which such an 
Actets note inet-rcesc 

such an Act should be confined entirely 
to the. operations of Credit Unions in 
this Province. 

applicable features of the Co-operative 
Syndicates Act be incorporated in this 
Act. 

the Co-operatives Syndicates Act should, 
thereupon be restricted in application 
to those groups or associations which 
come within the provisions of the Act 


as distinct from Credit Unions. 


THAT, aS there are at present several Credit 


Unions operating in the Province which do 
not come under the supervision of the 
Quebec Credit Union League, they should 
be subject to the same measuré of super- 
vision as our existing member organiza- 
tions. In this connection it should 

be remembered that a Caisse Populaire 
cannot be organized under that name in 
the Province of Quebec, unless it belongs 


to the Federation of Caisses Populaires. 
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6) THAT the limit, under existing legislation, 
restricting married women savings in 
Credit Unions to $1,000. should be re- 
moved and that they should enjoy the 
same privileges, in this respect, as 
single women who are members of Credit 
Unions in this Province. 

7) THAT in any amendmen~s to existing legis- 
lation or introduction of new legis- 
lation, married women should be per- 
mitted to hold office and to vote in 
exactly the same manner as other members, 
men, and single women. 

8) THAT in any amendments to existing legislation 
or introduction of new legislation, members 
of Supervisory and Credit Committees 
should be permitted to borrow from their 
own Credit Unions on the same terms as 
members and Directors of those Credit 
Unions. In this connection it should be 
remembered that the Province of Quebec 
is the only Province in Canada in which 
they are not permitted to borrow from 
their own Credit Unions. Instead, they 
must submit their applications to the 
Quebec Central Credit Union. 

We recognize, of course, that the Royal 

Commission on Banking & Finance is a body appointed 

by the Dominion Government amthat the foregoing 


recommendations are concerned solely with matters 
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within the jurisdiction of the Province of 


Quebec. 
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Ae) PP Spee iC. BS 


A. Co-operative Syndicates Act 
B, Quebec Credit Union League By-Laws 
C. Credit Union Standard By-Laws 
D. CUNA Mutual Loan and Savings Pamphlet 
E. Bonding Insurance 
F. Credit Union Papers; 
What is a Crec '* Union? 
What is a Credit Union Worth? 
Personnel Opinion. 
What Employees Think of Credit Unions. 
G. Education Material 
Material Used at Schools for Directors 
Material used at Managers! Week-end 
Work Shops 
Material Used at One-Day Sessions for 
Credit Committees 
Material Used at One-Day Sessions for 
Supervisory Committees 
Manual for Managing Directors. 
Hi. League Services; 
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This is What Your League Means to You. 
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Montreal, Quebec, 
Tuesday, May 15th, 1962). 


~-- On resuming at 9.30 A.M. 


SUBMISSION OF LAURENTIDE 
FINANCIAL CORPORATION LTD. 


APPEARANCES 
Roland Therien W'S enrorvV ice Pres'rd err 
Andrew Saxton - Executive Vice-President 
Peter Paul Saunders - President 
William Donnelly - Assistant to the President 
William Warrington - Assistant Vice-President 


THE CHAIRMAN: This morning we have a 
submission from the Laurentide Financial Corporation 
Ltd. | 

MR. THERIEN: TI snouts like to introduce 
the members here. My name is Roland Therien and 
I am senior vice-president of Laurentide Financial 
Corporation Ltd. Andrew Saxton, on my immediate 
left, isthe’ executive vice-president. Next is 
Peter Paul g6 unsere”: the president. Next to him 
is Bill Donnelly, assistant to the president, and 
finally Mr. Bill Warrington who is assistant vice- 
president. 

Thank you. 


(Reads summary of brief.) 
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(See Volume 15A.) 

THE CHAIRMAN: Thank you Mr. Saunders. 

COMMISSIONER MACKINTOSH: Mr. Sgunders, 
in your brief you gave a very full and interesting 
exposition of the financial structure of your 
company and the sources of the funds. I notice 
that you say there that you have found the obtaining 
of equity capital to be the most expensive method 
of raising funds. I wonder if you would be good 
enough to elaborate on that and let us know just 
where the extra expense and cost of this method 
of financing comes in? 

MR. SAUNDERS: Certainly Dr. Mackintosh. 

A finance company's merchandise is money. 
Therefore we have to look at various sources of 
obtaining money, but each dollar bill looks the 
same, The cheapest money, of course, that we 
can raise is the shortest term period money. We 
pay interest rates which are a fraction of one 
per cent; maybe one-quarter of one per cent above 
the treasury rates at the time. Starting from 
that basis, the longer term the money is, the 
more expensive it becomes until we run through our 
whole range of borrowings. Then we get into 
our preferred stock which, in our case, again is 
Rech ieee than some way of attracting mer- 
chandise, because the dividends on preferred 
shares are paid after we have paid our corporate 
income tax. In effect, the rate we pay on 


preferred stock is double that which the coupon 
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carries, For this reason we feel that preferred 
share financing is the most expensive money we 
have. 

COMMISSIONER MACKINTOSH: You attribute 
it largely to the tax position? 

MR, SAUNDERS: That, of course, is the 
major difference. For instance, back about a 
year ago, or it may have been two years ago now, 
when we raised an issue of bad debentures and an 
issue of preferred stock concurrently, at that 
particular time the interest coupons on the 
debentures and the dividends on the preferred stock 
were about one-quarter of a per cent. The ore recre dt 
stock actually had a lower ticket on it than the 
debentures. On the other hand, as I have mentioned, 
the very fact that in the case of debentures we 
charged this as an expense whereas the dividend 
comes after the payment of taxes, the effective rate 
to us and the cost to our customer, or the return 
to our shareholder, which ever way we like to look 
at it, is double that which the coupon carries. 

COMMISSIONER MACKINTOSH: Thank you. You 
give very full. information also about your bank 
lines of credit. I do not see any comparable 
information about your United States lines of 
credit. How does your experience with United 
States banks compare with your experience with 
Canadian banks? 

MR. SAUNDERS: The experience is somewhat 


different first of all because in the United States 
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there is a hry great number of banks. Some banks 
have specialized in lending money to finance companies|, 
For instance, in the state of Illinois there is 
legislation which prohibits a bank from having 

more than one place of business, There was a 

time when one of the larger banks there bought 

another bank of some size and they practically had 

to tear down the roof and kept on going up because 

it had to be all in the same building. 

In that particular situation the Chicago 
banks are very anxious to lend money to finance 
companies because it is their method of participating 
in the growth of the country. 

COMMISSIONER MACKINTOSH: You mean that 
the finance companies act almost as branches for 
the banks? 

MR.°S AUNDERS: Yes, but ‘there is quite a 
variety. I went to one extreme, which is fhe. 
Chicago situation. However, there are, of course, 
other banks in New York, California and elsewhere 
which are branch banks and have both wholesale and 
retail business.”~’*As far as our particular arrange- 
ments are concerned, we negotiate our lines of 
credit with these banks for a term period. In other 
words, if we go to the Bank of America, or the 
First National City New York Bank, or one of those 
banks, we establish with them a line of credit. 

They write us a letter saying this credit has been 


established for one year. We carry compensating 
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balances which will fluctuate based on the size of 
the loan. We send them a note, let us say, made 
out for 60 days or 90 days, or 270 days, and ‘that 
note stays with them, and on maturity we will redeem 
it, because in this regard there are no Surprises. 
Sometimes these surprises are favourable and some- 
times unfavourable. If there is a rate increase, 
or a rate reduction, this would not come into effect 
until that particular note matures. If the note is 
written at 4 per cent, it wil Yun at 4 per cent 
until maturity even though there may be a general 
increased rate, pig cis 4 goes up, we have the 
benefit of it. If it goes down, we suffer from it. 
COMMISSIONER MACKINTOSH: How does this 
differ from Canadian practice? 
MR. SAUNDERS ;: Canadian practice seems 
to be much less formal. We apply for a line of 
credit and a line of credit Is approved. The 
establishment of that line of credit, although it 
is reviewed on an annual basis, is subject to 
cancellation,or subject to increase, as each party 
operates its business. The loans we make in Canada 
are on demand and in some ways this gives us greater 
flexibility because we can pay off on a daily basis 
and also borrow ona daily basis. On the other 
hand, the assurances of the funds are rather doubtful. 
We have become accustomed over the short period that 
we have been in business to rely on the availability 


of bank credit, and to rely on the availability of 
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these funds. At the same time, there have been 

periods when we found that we could not rely on them. 

It seems to be very difficult from where we sit 

to predict when these periods will come, and the 

violence with which they will occur. For instance, 

one short period we had our bank loans reduced by 

about one-third. Of course, that one-third was 

not being used at the time, but in our budgeting 

we had always counted on the fact that it was there. 
COMMISSIONER MACKINTOSH: What did you 


count on it for? What purpose did it serve to be 


unused? 

MR. SAUNDERS: Well, you see, our business 
is a term business. We lend money today and our 
customers pay us back over a period of time. Because 


of that we can pretty well tell that our receivables 
will not be less than a certain figure, let us say 
six months from now, or one year and six months from 
now. At the same time, we make commitments to servic 
future customers, to a large extent, through dollars, 
by the — fact that we advertise and offer our 
services. So, we know that there is going to be 
a demand on us :for a certain amount of money. This 
will fluctuate quite a bit with certain seasonal 
factors. There are periods when merchandise moves 
faster and we know that we are going to do more 
business. There are other times when it is slacker. 
Then again, we have a wholesale business 
whereby we acquire a piece of our dealers' goods 


from the manufacturers which they will put into 
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inventory and sell off at a later time. 

COMMISSIONER MACKINTOSH: Would there not 
be two things, Mr. Saunders? The unused portion 
of the line of- credit is there in case you have 
extended need for credit later, but does it not 
also facilitate your short term borrowing in that 
it stands back of your borrowing from other sources? 

MR. SAUNDERS: Of course it does. In 
the United States the commercial paper market is 
such that you look at your unused bank lines and 
if you have not got enough unused bank lines to pay 
off all your short term debt there is perhaps some- 
thing wrong with your budgeting system. This has 
not keen the practice in the Canadian short term 
market. We ourselves do not see much merit in 
going that far but it is certainly important to have 
some unused lines. 

COMMISSIONER MACKINTOSH: I gather from 
your brief that since 1956 you have gone extensively 
into the short term money market because, I take it, 
your bank lines of credit were limited at that time, 
or even reduced. Does not that really put you 
in a better financial position, having been, so 
to speak, pushed off the dock? 

MR. SAUNDERS: And learned to swim. 

COMMISSIONER MACKINTOSH: Yes, you learned 


to swim. 
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MR. SAUNDERS: Well, sir, it certainly. has 
had.a,beneficial effect on our business. . The greatest 
benefit has not only been in the availability of the 
money but in the, fact we are able to borrow money at 
rates of interest which will fluctuate with general 
monetary conditions and which, of. course, to the 
establishment of our credit has helped to reduce our 
costs. .I don't know anything else that would have 
done more in the way of. reducing our costs than 
reducing aur money..costs,. because they, represent more 
than half, our total expenditure. 

COMMISSIONER MACKINTOSH: I notice you say 
later.on that .Laurentide can..obtain,all the funds 
needed if jt is. willing to may,the puice; is this 
really true? 

MR. SAUNDERS: It may be somewhat of a 
generalization because even though you have always 
been able to.optain it .in the past. there maybe a. 
possibility somewhere along the line you. might. not,,be 
able..to, 

COMMISSIONER MACKINTOSH: But is the short- 
term market --- and this may be theoretically true -- 
is the short-term market that broad and deep that you 
oan draw fundse..out of,it if you. are .prepared. to, pay a 
higher price? 

MR. SAUNDERS: .I believe it is, sir, and 
certainly if you are prepared to look at it on an 
international basis it is...There are pogsibilities, 
of course, that the Canadian end of the market might 
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1959, when money was extremely scarce and when 180 
day Treasury Bills ran up over 70 per cent, and we 
had to take quite a sacrifice on the rate, we were 
able to raise all the money we required. 

COMMISSIONER MACKINTOSH: I am talking 
about change in sources of funds following this period 
of credit stringency. What happeng to your American 
lines of credit when money gets tight? What difference 
ig there with Canadian and U.S. practice? 

MR. SAUNDERS: Our experience there is 
somewhat limited, but the limited experience we have 
had indicates that there is'.no reduction in the lines 
of credit, or, at least we haven't seen any. The banks 
at that point become more cautious. They don't know 
you very well. They don't particularly want to talk 
to you, and if they don't have an account with you, 
or you don't have a line of credit established, they 
certainly won't open a new one, and, of course, during 
that period we have talked to a number of banks with 
whom we had no previous account and they said, "We 
are very sorry, we are not opening any more financial 
lines at this time." But those banks with whom we 
have had a steady relationship did not reduce the lines; 
they honoured them. There seems to be algo some 
conversation of a ‘qifferent nature: For instance’, 
the banks will phone our treasurer and say, "If you 
can put a little money in that account, or reduce your 
borrowings for a little while, because in our particular 
area fruit is being harvested right now and we would 


like the money to be available for the farmer, it 
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would be appreciated." Another bank may say, "Our 
year end is coming up and we would like to see our 
loans at a maximum," This ig not confined necessarily 
to the smallest banks. 

COMMISSIONER MACKINTOSH: Do you get phone 
calls of that kind from the First National City? 

MR, SAUNDERS: Not necessarily phone calls, 
but they have their men coming around visiting. This 
may be salesmanship but may not be the exact statement 
of the facts. We have had large banks from New York 
giving us encouragement to borrow or not to borrow. 

COMMISSIONER MACKINTOSH: Do you suggest 
we recommend chumminess to the Canadian banks? 

MR, SAUNDERS: I am only trying to give you 
& piloetures 

COMMISSIONER LEMAN:;: Before we leave that, 

I would like to ask another question. In the U.S. 
the banks are in the same field ag you are toa 
certain extent, aren't they? You just explained to 
ug that some banks have been practically using the 
finance companies as an intermediary, so would you 
say that in the U.S. some banks are not in the retail 
field and do lend finance companies, and other banks 
do both? 

MR. SAUNDERS: That is correct. Of course, 
the amount of interest they have in lending money will 
vary to some extent on whether they are in the field 
themselves or not. As I mentioned, for instance, the 
traditional bankers of the finance industry in the 


U.S. were the Chicago banks, and they are considered 
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in the fleld as experts in the finance business. 
They develop ratios and they develop standards and 
if, let us say, the First National Bank of Chicago 
approves a line of credit for a finance company, 

and probably a dozen other banks will immediately 
give the same line provided the finance company is 
looking for»it, but that :te,,a ‘sort,of rubber stamp 
efficiency in the industry, and their greatest 
experience has been based on the fact that they have 
been very interested in participating in the finance 
buginegs throughout the country, especially so as 
they ae reetricted ,whth veryectignt restrictions; 

to their own area. 

COMMISSIONER LEMAN: But when you find 
a bank loaning to a finance company and being in the 
retail field of loaning at the same time, that creates 
a special kind of relationship, doesn't it? 

MR. SAUNDERS: Yes, 

COMMISSIONER LEMAN: You complain a little 
bit about that relationship in Canada, but to the 
extent the same relationship obtains with certain banks 
in the Stateg, what is the difference in the treatment? 

MR. SAUNDERS: Well, there are several 
differences’: » One)-of: them: fe that:in the United States 
it ig quite well accepted by the general public that 
banks, although they are in this business, have a 
wholesale and retail rate. We do not borrow our funds 
from the Bank of America at the Same rate as the man 
who buys an automobile from a dealer does. The rate 


which he will obtain from the bank won't vary a great 
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deal from the rate he will get from us. So, there 
ig the question of the wholesale and retail rate. 

In Canada, of course, most people are under the 
impression that the rate which the bank charges is 

a wholesale rate, and this wholesale rate only tends 
to confuse the public. 

The other question ig a matter of size. 
There are a large number of banks in the United 
States -- about 14,000 of them -- where some are 
extremely big’*and others very small. We operate 
in certain areas and deal with certain banks which 
are’ not’ as big agiwe are" The ability ‘to compete 
ig e piealh eo oewe dx a much larger number of banks 
than the finance companies. 

Thirdly, perhaps it wae not always this way, 
but it has developed over the years that the banks 
are quite able to separate their personal loan 
departments and their commercial departments, and. 
again that makes things a little easier when it comes 
to supplying information or dealing with them, 

COMMISSIONER LEMAN: They have a much more 
flexible schedule of rates in the States? 

MR. SAUNDERS: First of all, they have a= 
much more flexible schedule. Secondly, the image 
which the public has ig a truer one. - Thirdly, there 
are many more in competition, and therefore the 
competition is more of a real competition. 

COMMISSIONER BROWN: JI wonder if I could 
ask one question on this matter of money costs. When 


your money costes went right up -- in other words, at 
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this time when the Treasury Bills rate went up through 
the 6 per cent, and these 180-day bills through 7, 

and your short-term costs therefore went up too -- 
how did that affect your operations? 

MR. SAUNDERS: First of all, I stayed awake 
for about two nights trying to find a place to borrow 
money. 

COMMISSIONER BROWN: It was the company I 
was interested in. 

MR» SAUNDERS): n°But. the effeew of hitikwas 
that where our costs went up, they went up on the end 
where normally they are low. In other words, our funds -- 
most of them are borrowed on a composite basis. Some 
ig long-term and some is short-term, and the composite 
rate immediately went up, but the effect of it took 
some time until it was fully realized. We in turn 
raised the rate to our wholesale clients, and we algo 
twrled tosralserthe irate: tovour rretabl: eikients, but 
because of the fact we could not tell just how long 
this condition would last, and our retail clients 
are ‘with ue coher ‘a longer period of time, the rate 
revisions certainbyiwere not amrmviolenthintoursanetatl 
structure: (a@etheyyiwereclmiourm immediate cost. Of 
course, competition ils! another factor as -welles The 
efifeiotscot At wasiethat:siomethe: period of this very 
serlous inerease, (bardosts our profits were squeezed and 
we tried to find some way of bringing this whole thing 
backiwinto adjustment. .,Of course, as the cost of money 
became more normal, it automatically adjusted itself. 


COMMISSIONER BROWN: Did you find any real 
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regigtance at the retail level to your increases? 
Thig ig one of the things in which we are interested ~- 
how the effects of monetary policy work down on the 
individual and on the commercial enterprise? 

MR. SAUNDERS:. I would say there is always 
resistance to rates going up, but basically at a 
period when money is hard to obtain people will pay 
jug t..about. anything for, it... We..could. have, easily 
raiged our rates much higher than we did and still 
made loans or done business. We did not think this 
was the thing to do. We did not want to have too 
violent a. fluctuation, and perhaps especially because 
we know that our customers are term customers and 
they .stay, with us for a .period of. time. . We .tr.led 
to budget.on a basis so that we will recover our 
additional expense, but we won't drive up costs 
altoget.hex, ,and,..of course, even if we decide we want 
to do that, competition would not let us. 

THE CHAIRMAN: Were conditions such at any 
time that you were forced to increase the rate imposed 
on.the customer? 

MR. SAUNDERS: We cannot touch the rate on 
those customers who are already --- 

THE CHAIRMAN: No, not that are already 
customers: On new customers? 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: But did that affect the 
volume of your business? 

MR. SAUNDERS: No, it does not seem to, 
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wants to borrow money. 

THE CHAIRMAN: The prospective customers 
were not discouraged as a result of some increase 
in the cost? 

MR, SAUNDERS: Not in a period like that. 
Under normal conditions customers are quite conscious 
of cost, but when money tightens up everybody wants 
to get their hands on it becauge they don't know 
whether next month it will be higher than it is now. 
Besides that,there is usually an economic reagon for 
this tightening, and thoge people want to avail 
themselves of credit and they don't seem to care about 
the’ cost at the time. “We didn't try to raiee it too 
violently, and if- we had’ we might have had a different 
experience’. 

THE CHAIRMAN: But you did have to raise 
it*@Go* some ‘extent? 

MR. SAUNDERS: Yes, especially to our 
wholesale and industrial customers. 

COMMISS IONER MacKEEN : You probably kept 
&@ more or less normal gepread between the cost of money 
and the attempt to keep the normal spread? 

MR. SAUNDERS: Yes, that is correct. 

COMMISSIONER MACKINTOSH: Could I ask another 
question on the source of funds: How far are the U.S. 
and Canadian sources alternative -- that is, I understand 
that you borrow money in the United States for United 
States operations, and similarly in Canada, but if 
money conditions are not too favourable in Canada can 


you shift more borrowing to the United States or vice 
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versa? Are these substitutes for each other? 

MR. SAUNDERS: It can be done, but it does 
involve certain problems. Some of the larger American 
banks are quite happy to lend us money, but because 
we would be borrowing it in United States funds we 
would be taking an exchange risk which we would rather 
not.do if we don't have to. Also, 1f.that, particular 
bank has no particular Canadian business of ite own, 
then withholding taxes would be lost on the rate and 
elther.they would have to absorb it, or we would. 
Again, we are not ag well known in the United States 
ag we are here, and we would have to go to quite a 
salesmanship drive to eae large number of banks. 

COMMISSIONER MACKINTOSH: I notice you have 
had quite a remarkable rate of growth, and you explain 
thig.has been.in.the face.of:fairly.severe-competition. 
Competition has not:.been.so severe that it-has seriously 
reduced your rate of growth. It is not quite clear 
from the figuree how much of this rate of growth 
involves the taking over of other companies or whether 
it ig all a genuine increase in the share of the market 
and not simply amalgamation, You do suggest later on 
that your competition wag such that you were unable 
to maintain your profit margins by raiging your lending 
rate sufficiently in times of tight money. Thie, I 
take it, did not affect your rate of growth, from 
what you have said earlier. It must, therefore, have 
affected your profits. Is that the interpretation? 

MR. SAUNDERS: Well, sir, we feel that it 


did affect our rate of growth. Perhaps we are not the 
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best people to speak about growth because we have 

had a fairly steady growth, but looking at the industry 
figures, the industry hag slowed down its rate of 
growth in Canada, and our Canadian curve follows the 
industry curve, Perhaps it is growing a little faster, 
but our latest growth has come on our international 
expansion and this, of course, has augmented our 
profite, but it was not the outcome of lack of 
competition at home. The two factors have to be 
separated.a.little. 

On page 22 we have a table which shows the 
growth of the finance industry relating it to the growth 
of such other institutions of the chartered banks 
and the credit..unions.,..and you will, see there that 
from 1957 to 1961 the finance companies had grown 
by about 20 per cent, which is by far the smallest 


rate of growth.of, the. three shown _on the table. 
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THE CHAIRMAN: To what do you attribute 
that? 

MR. SAUNDERS: You mean the lot of -- 

THE CHAIRMAN: This is a diminishing 
increase in growth of the finance companies as 
compared with the increase in growth of the banks 
and credit unions relatively. 

MR. SAUNDERS: Well, one of the first 
reactions ve would have is that the material has 
been reassigned between these various institutions. 

THE CHAIRMAN: By whom? 

MR. SAUNDERS: By the consumer, the 
customer. 

THE CHAIRMAN: So what? 

MR. SAUNDERS: We are of the opinion that 
we would like to keep that customer. 

THE CHAIRMAN: Why can you not? 

MR. SAUNDERS: Because of the fact that 
they (1) feel that they are getting money much 
cheaper from some of our competitors -- 

THE CHAIRMAN: Why should not they have 
that opportunity? 

MR. SAUNDERS: We feel they should 
provided that, of course, we would like to serve 
them on the same basis but our costs are based on 
borrowing money ona long term basis and therefore 
we cannot make money available at a rate which would 
be, let us say, 6 per cent simple interest, and 
that is what many people think they are borrowing 


money at when they .are borrowing it from some of 
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these other institutions. 

We certainly are of the opinion that like 
any other merchandise money has its place, and that 
the customer, the general public, is entitled to 
get it at the best possible cost. We, as a 
company, are concerned with the fact that we can 
be easily undercut and we have examined the reasons 
for that. 

THE CHAIRMAN: Of course we are not 
concerned with whether your company makes a profit 
or not; we are concerned with the broad picture and 
if the consumer feels that he is better served through 
going to some other type of institution is there 
any reason we should recommend, after our consider- 
ations are over, that some limitations should be put 
on these institutions which are giving to the 
customers something they apparently want? 

MR. SAUNDERS: Not for that reason. But 
there may be other reasons why they should. We 
feel on that particular basis of reasoning we have 
no quarrel and we are quite prepared to compete 
and if we come out second best, that is our fault. 
There may be other reasons too, we feel, that perhaps 
lending activities of the various institutions should 
be examined, that there may be some reason why term 
lending of the type we grant could be supported by 
term borrowings on the part of the lenders. That 
is where we feel our function lies in borrowing money 
on various terms and lending it out to the customer 


over a period of time. 
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COMMISSIONER MACKINTOSH: What you have 
just said suggests something. Asoi,recahl it 
there is no comment in your brief on the suggestion 
various groups made that all financial institutions, 
finance companies, banks and anybody dealing with 
this kind of credit should be required to make a 
disclosure of the rates comparable to a simple 
interest rate. You say the impression is abroad 
that the banks are lending at 6 per cent. What 
do you think of .the requirement for disclosure. 

MR. SAUNDERS: Dr. Mackintosh, we have 
mentioned it in our summary on page 3, and I 
am just looking now for where we have referred to 
Chis win .0uURyD RLlet+ We feel that the government 
Should act to develop uniform disclosure laws 
throughout Canada. We feel that disclosure is 
something which we ourselves practice and which we 
would like to see practiced throughout the industry. 

THE CHAIRMAN: Before you go on, I would 
be wry much interested in having some more exact 
picture as to what you disclose and how you disclose 
Lb» You say, as I understand it, that the manner 
in which you make disclosure is a fair one, and if 
that were adopted by other institutions it would be 
an improvement -- is that correct, is that your 
position? 

MR, SAUNDERS: If it were adopted by 
everybody at least it would be uniform. 

THE CHAIRMAN: So that there would be no 


complaint from any people, because there would be no 
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different method of disclosure so there would be 
no misunderstanding amongst the customers? 

MR. SAUNDERS: That+2¢eright « 

THE CHAIRMAN: I am interested in knowing 
exactly what you disclose in your finance company 
as to the composition of the rates that you charge. 

MR. SAUNDERS: We set out the price of the 
item and then, of course, the down payment, if any. 
We then show the amount to be financed and then we 
set out the finance charge. 

COMMISSIONER MACKINTOSH: In dollars? 

MR. SAUNDERS: In' dollars, and if there 
are other things sold by us such as general insurance 
coverage, or samething else, that is shown & a 
separate item as well. We think the most significant 
Gisclosure is the matter of dollars and cents at a 
time when the customer can get simple interest which 
is not simple; it is very difficult for people with 
some inexperience to end up with the amount of 
Simple interest. To give you an example, one of 
the provinces has recently enacted legislation 
requiring disclosure of charges on conditional 
sales contracts. This particular Bill, which has 
not yet become law, requires the disclosure of nine 
items. One of them is the amount of interest 
charged and how it is calculated. There is room 
under the same nine points for other charges, flat 
charges, Service charges, and charges for the 
privilege of doing business on credit. As such, 


the interest charges on transactions may vary greatly 
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from the opinion of one company to the opinion of 
another, That tends to mislead the public because 
it would be quite possible to take an amount of 
$50 and say that $44 is the amount of the item and 
$6 the amount of finance charge. On the other 
hand it might be that the interest was $44 and the 
item $6. 

THE CHAIRMAN: Is there only one province 
that has this act in mind? 

MR. SAUNDERS: This is the newest one, 


the province of Alberta. 
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The legislation in these varioug provinces is not 
uniform. We feel that whatever is good in this 
general area, ag far as one province is concerned, ig 
not materially different in another. People do move 
around. Periodicals, magazines and various literature 
pass over provincial boundaries, and to have uniform 
disclosure would be in the best interests of everybody. 

We feel and would like to suggest that all 
charges made for the use of credit should be included 
there. We realize that it ig quite possible, as I 
have mentioned, in the case of this new legislation 
to separate interest, to geparate service charges 
and separate the various other items. By separating, 
lf sufficient, and+-naming individual items each one 
could become in itself misleading. Because-of- that 
we feel that a charge which is made for the use of 
money over a period of time including various services 
which are involved in the making of that money 
available should be lumped together ag a financial 
charges, This,would be:in thembest interests of tthe 
consumer. 

THE CHAIRMAN: Have you any forms with you? 
I suppose on your printed forme you make the disclogure 
you have described? 

MR. SAUNDERS; . Yes, sir. 

THE CHAIRMAN: Have you any samples of those 
forms? 

MR. SAUNDERS: I am afraid we do not have 
any with us. 


THE) CHAIRMAN: I would be rather interested 
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in seeing exactly how you set it out. If you could 
send us a form in due course, or perhaps one to each 
member, it would be appreciated. 

MR. SAUNDERS: I would be glad to do that, 
certainly. 

COMMISSIONER LEMAN: Mr. Saunders, you 
explained a few minutes ago that the customers in 
general were not very sensitive to changes in interest 
rates’, 

MR. SAUNDERS: Yes. 

COMMISSIONER LEMAN: Yet this matter of 
explaining to him exactly what he is paying you seem 
to imply is of great: importance. From what point of 
view does it have that importance? 

MR, SAUNDERS: Let us say that the sensitivity 
of a customer will vary depending on whether at that 
particular time he° really wants to arrange credit ‘or 
not. Whereag a person might feel that he particularly 
wants to make some arrangement today, three weeks 
later or two months later he might say, "Well, I didn't 
understand what I was doing, I wag a fool”, go he 
ie dissatisfied. We like to serve these customers. 

A good deal of our business is based on repeat 

bu@iness and we: like to satisfy them from the point 

of view of telling them what they are doing. Also 

we do not mean to imply that there is no interest 
whatsoever by the customer in what he pays for the 
financing service. Certainly today if you will examine 
even the average daily newspaper you will see quite 


a variety of advertisements aimed at that customer 
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either making him feel that he is getting something 
for nothing or that he is getting it at a rate which 
ig not too «ear,. We feel that to eliminate the 
confugion ig in the best interest of everybody. 

As far as sensitivity goes, I would say 
that there are periods when customers are very sensitive 
to cost, They might not understand it. For instance, 
this may be an unusual sort of example, but let us 
say if thie chair were offered for sale at $50 and 
you walked into a furniture dealer who said: "There 
ig a chair and it is $50," that is understandable, 
Bat - if OL osaid +in “the-offering of thle “cha ir etvor 
$50 that the lumber content ig $4, the upholstery 
is $6 and the leather is $8, and lists transportation 
and all these other itemge, then if gomebody were to 
advertise in the newspaper a picture of the chair 
saying the lumber content $4, I think that would be 
mig leading and Lit ‘would not ‘be in the best interests 
of that customer, That is the thought which we had 
in mind. 

COMMISSIONER LEMAN: Now, does the problem 
arise from the point of view of who really deale with 
the customer? ft -Le“at the “point of “sale that! this 
disclosure should take place, is it not? 

MR. SAUNDERS: At the point of obtaining 
credit which, in the case of purchase credit’, is 
ati-the-'point of ‘sale’ If it iie’ another type “of 
borrowing, it is wherever the borrowing takes place. 
Of course our loans made under the Small Loans Act 


are already uniform because of the legislation affecting 
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them. 

COMMISSIONER LEMAN: At one place in your 
brief, I think it ig in paragraph 75, you make 
reference to the image of finance companies in the 
public's mind. You say: 

"The reason that competition is unusual 
ie that the favourable publicity given 
government and chartered bank policy in 
action has created an undesirable and 
distorted image of the finance company in 
the eyes of the public in Canada.” 

Ig« itedn thie fields that: we are: now: discuss ings: ris 
that: what you are referring to. there? 

MR. SAUNDERS: This is part of it. 

COMMISSIONER LEMAN: In other words, what 
is the unfavourable image that you think hag been 
created ,, andi whats werepdts) causes? 

MR. SAUNDERS: Ido not think we have said 
ity lige unfayourablenurWecfeel. thatttheres isaanwaundesirable 
image. 

THE CHAIRMAN: An undesirable and distorted 
image ig what you have said. 

MRs« SAUNDERS :\\v Yes; but there: is a difference. 

COMMISSIONER MACKINTOSH: Perhaps there is 
an undesirably favourable image, 

MR. SAUNDERS: We feel that the image in 
the minds of a number of people is that there is 
a 6 per cent ceiling discussed in the Bank Act, and 
there hag beén a policy followed over a period.of years 


whereby this 6 per cent ceiling was a very favourable 
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rate at which people borrowed money. On the basis 
of this experience going back hundreds of years -- 
or, at least over 100 years in our own country, a 
mutual trust between the customer and the bank has 
created the feeling toward this 6 per cent, or lower 
than 6 per cent rate, Lately certain different methods 
of calculating this 6 per cent have come up with 
different answers. We are dealing with this image 
and suggest that this.does not any more represent 
the, true difference, We also feel this is not what 
we congider.desirable....We think it is distorted. This 
has been accentuated, by the fact that the government, 
for instance, has organized small business loans and 
other types of special lending. pogsibilities through 
the banks and not made these same offers through 
finance companies who are really in the business of 
lending to those same people. Once somebody comes in 
to borrow fior one purpoge he is going to stay and borrow 
for several other purposes. We think a man who comes 
in to make a small business loan may or may not make 
@ small»busiiness, loan: but, he .is, there.-to do. business. 
That same person may very well be the one who would 
have bought equipment through the dealer, and that 
would have been financed through these channels while 
the credit lines were open and which have been diverted 
away from where they have been borrowing before into 
different directions. That is what. we are referring to 
in paragraph 75. 

COMMISSIONER GIBSON: Mr. Saunders, you 


Say in your own submission that there ig more than 
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interest in the charges which finance companies make 
on their customere. Do you think that it if unreasonabl 
that banks are making service charges for the items 
other than interest in connection with similar loans? 
MR. SAUNDERS: No, gir, we do not. All we 
are trying to say, and perhaps we are not saying it 
very well, is that whereag in the case of finance 
companies it is generally expected that a ‘charge te 
made on €o and so many dollars and some people try 
to work that intolan interest rate;°oThat ‘we ‘feel 
ig not reagonable because it does cover services as 
wellas interest. In the case of, for example banks, 
&a great deal of discussion takes place about interest 
and no mention is made of the service charge or of 
the: balance: that: my’ be’ carried, or the ‘other aspects 
of pwrofitabibity of that: particular noney .<'Therefore , 
the two are not so far apart. 
COMMISSIONER GIBSON: After reading your brief 
I took the trouble to look over some bank advertisements. 
It is true thie is ‘only one’ bank,’ but it all seemed’ to 
be on the basis on just what you are talking about; 
£€o much down-payment, so much monthly payment for a 
loanbfor atcertain period of®time.:" is there anything 
misleading about that? I fail to find any statement 
in bank advertisements that they are lending at 6 per 
cent, except in the case of one bank which I take it 
was charging a simple interest rate of 6 per cent. 
You make this statement and I think you should document 
lt if you can. 


MR, SAUNDERS: Certainly the type of advertising 
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that you have mentioned does not sound to be misleading. 
Although if ,“fors instance, eB omebody pract lees Let''us 
say a profegsion and later on for some reason changes 
hig occupation, the fact that he has been a profeseional 
man before carries some weight. 

THE CHAIRMAN: Would you stop him from 
doing some other business or engaging in some other 
profession! if he? chooges to’ do- eo, if he were qualified? 

MR. SAUNDERS: No, we are not ip pe that 
he should be»etopped: All we are saying is’ ‘lf he 
hag’ changed his pogition that that should become 
known. 

THE: CHAIRMAN: I do not follow that, 

MR. SAUNDERS: Here ig an advertisement, 
gir, of oneopartteutiar bankvandnit Setsdeout, acfyou 
have mentioned, the amount that would be required 
on monthly payments, and then in small letters it 
Says the monthly instalment includes interest at 6 
perp, cent pernannum plus» service, charger, 

COMMISSIONER GIBSON: You make the general 
statement about this ang I think when one makes a 
general gtatement there should be reasonable evidence 
to back it» up.  Iptook' ai look at: this and have been 
trying to get gome,evidence,on it. 

COMMISSIONER MACKINTOSH: Are you saying, 
Mr, Saunders, that the chartered banks should have 
remained regpectable and slow and that they become 
actdve ine thdbutdeld? 
MR, SAUNDERS: Well, because of the way 


you phrase that statement, Dr. Mackintosh, I do not 
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know how to answer it. But, I think perhaps if you 
were to agk me, do I think that chartered banks and 
finance companies should be in as active competition 
for the same customer borrowing or using credit over 
24 or 36 months then I think I could answer that we 
feel that the two fields are separate and sufficiently 
separate that there should not be the same amount of 
conflict .which.geems to have exigsted.over,the past 
few yeare, | 

THE CHAIRMAN: We shall now adjourn for 10 
minutes. 


--- Recess, 


-~-- After Recess, 

THE CHAIRMAN: We will now resume, 

COMMISSIONER LEMAN: Mr. Saunders, I feel 
there:ris: i& point: whitcmePirshould like’ ‘to refer tor We 
touched: onveit in the first portion of the gession but 
Ido mot think*we have’ got a ‘clear answer age yet, or 
as clear an answer ag we may want in this regard. 
We may want to come back to this disclosure question 
later, .\but: I gehould like to come’ back to the: point of 
what is really theveffect of restricted money supply 
in,your fdeldvof activities,.° You may feel that» at ‘some 
point Laurentide by itself might not have been a large 
enough factor in the economy to reflect clearly the 
consequences of a restricted money supply, butyou can 
useropinions if you wish. What does it do? Does it 
affect the volume, or does -it' just raise interest 
rates? 


MR, SAUNDERS: It affects volume quite decidedl 
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Firet of, all one, of. the. .things. that happens in a.cage 
like that is that credit policies tighten up within 
the company for two reagong. One is because of the 
reduced amount of money available on the part of the 
company to service the requirements of the borrowers, 
and the other is that ina tight money period people 
generally are not able to Support borrowings quite 
on the same basis, and often it ig accompanied by such 
things ag unemployment, reduced work weeks, lack of 
over-time pay and these various things, so that. the 
amount of credit that a normal customer of ours should 
carry automatically becomes less. At the same time 
we have lote of money available to us. Now, looking 
at our particular company, you might say well, your 
credit supply stayed just the same and it does not 
appear that this has happened. Of course, we feel 
that in these varioug. tight money periods, if they 
had not happened our credit might still have been 
steady, but it might have been.at a. higher rate, 
Part of our credit has.come, about from.outside sources 
like our acquisition of American businesses. 

Two things seem to happen when money tightens. 
One is we have less available to ourselves and, therefore 
we restrict it to,our,customers and also the credit 
etanding of the individual, is distorted. .It.may,be a 
temporary distortion... That might not,be;..quite the.right 
word to use, 

COMMISSIONER LEMAN: Let us build a more 
realistic structure here. I should like. to think.of 


a period when money supply is tightened because at that 
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time the authorities feel that the economy is rolling 
a little too fast. Therefore you do not have unemploy- 
ment. On the contrary, you have people working over- 
time and you have everybody extremely busy and you 
probably have a very good credit standing by the 
purchase of durable goods at that time, Let us think 
of such a period, and the money supply ig tightened. 
In one portion of your brief you say you can get money 
at a cost.” What we’are ‘trying “to ‘get at “here 12’, 
qoes “lt just serve “vo ratae “Interest rates or will 
it constrain your volume? 

MRO SROUNDERO : “Werrs “Tiret™or ‘all ag the 
Coat) g0e2 Up "tO us"certa inly “there “are types “of “Loans 
which become less attractive to us. From that point 
of “view ‘automatic“restricttons ‘occur: “Secondly, I 
can think ’of one tight money “period * where -we“had some 
obligations to finance a shipment of goods froma 
manufacturer to'a ‘retailer and “we -had To ‘etrongly: 
curtail our’ retair*eredit to’ be “able -t o-uce “tne *noney 
that we had for that ‘very purpose. Perhaps we could 
have’ ‘ra teed“more money but’ it would ‘not’ have ‘been 
worthwhile. I think that we are not affected perhaps 
ae Tast asie wight ‘appear.’ In! our experlence the 
tightness of money comes gome time after full employment 
and a real profperous time. These things seem to 
happen a little bit later, Because of that’ we face 
certain problems, Maybe we try to look a little bit 
ahead af well, but we do feel ina tight money period 
individuals' credit is more carefully examined and we 


ration credit a little more, and gometimes quite a bit 
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more, 

COMMISSIONER MACKINTOSH: I should like to 
ask a question along the same lines. You say you 
assume that funds are difficult or expensive to get, 
Now, what kind of a signal goes down the line that 
rations creq@it?: What are thepractical<seteps? 

MR, SAUNDERS: I think we have been rather 
poor in interpreting some of the gignals, 

COMMISSIONER MACKINTOSH: No, I mean what 
Slgnal starts at your head office? 

MR. SAUNDERS: In our head office? 

COMMISSIONER MACKINTOSH: Yes, 

MR, SAUNDERS: Normally we would write a 
circular letter to.our branches, and we would gay that 
credit, should be granted,onia tighter basis:and; let 
us say, that down-payment requirements should be raised 
and -the ,length (of, «the, term should be moreircarefully 
analyzed,.and that borrowers! credit ratings should 
be scaled cinethe: dieht tofvan, ecionomie: pexhod:whrkch 


may be less favourable than the one we presently know. 
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Therefore our branch managers just by virtue of the 
fact they are assessing credit more carefully make 
fewer loans -- or, not necessarilyfewer, but fewer than 
they would if they were to carry out under the 

formerly existing standard. 

COMMISSIONER MACKINTOSH: I take it in 
addition you would have various offers of new business 
you would probably refuse in the circumstances? 

MR. SAUNDERS: That is correct. 

COMMISSIONER MACKINTOSH: To look after your 
customers, 

MR. SAUNDERS: Another thing we do is ask 
our branches to carefully review the inventory position 
of various dealers with the thought in mind that 
inventory should be reduced to not use too much credit 
for that particular purpose; and keeping in mind their 
sales might decline and they should not carry too high 
an inventory. 

COMMISSIONER LEMAN: JI would like to get at 
the root of thie thing. How rapid is this?,. You think 
you get a signal from the monetary authorities and then 
you proceed to pass that signal down the line: What 
makes you send that directive in the first place? 

MR. SAUNDERS: Well, this ig one of the things 
we,are trying to touch, on ,in, this, brief. | We: feel. that 
we get the signals a dittle too late and, therefore, 
our react Lone: ane\ forced to we ~harsher cihan we, think 
Let ror: johes Se neraal AOD What I mean here is that when 
we are completely dependent on bank credit -- which is 


not the case today, but it was in some of the former 
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periods -- our lines of credit are frozen or reduced 
or curtailed in one way or another and, of course, 

we would act very harshly and quickly because we must 
operate within those lines, and in those cases the 
Signals came from the local branch manager of one of 
the chartered banke. We think that monetary policy 
could come to us through a more direct route. Some- 
times we become informed by reading the newspaper. 
Again, there may be better methods. We would like 

to see a method of smoothing out this rather jerky 
motion, because if I write a letter to all our branches 
and say, " You must keep your outstandings within the 
present totals of your branch", that is something he 
can plan on and work through, and he might say, "I 
will distribute it on a certain basis", 

THE CHAIRMAN: Have you ever actually done 
that? You are talking about "if" you did that. Have 
you ever had to do that? 

MR. SAUNDERS: Oh yes, of course, we have 
given directives, but sometimes they were much harsher 
than that. Sometimes they said, "You must reduce 
inventory by X dollars within a certain length of time", 
which might be a little bit harsh, but we would have 
to do it to react quickly enough, and inventory is 
where our loans are on demand, and that is the portion 
walen pean tbescollemted tinrthe fastest ; 

THE CHAIRMAN; Have you any copies of these 
directives? Were they in writing? 

MR. SAUNDERS: Yes, I am sure we have. 


THE CHAIRMAN: It may be interesting to see 
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the mechanics, | 

MR. SAUNDERS: We will send you copies. 

COMMISSIONER LEMAN: Are there not some 
built-in signals in your own business? Certainly, 
you can gauge demand from time to time, can't you? 

MR. SAUNDERS: We can gauge demand but we 
also have a very aggressive sales force, and the 
statistics that appear are usually late -- the public 
etatistics., When we see a strong growth, let us gay, 
indalregtonion Tn®anuayea; lodraftreat réaetionvis that 
our sales force is becoming very effective, and that 
lg what the salesmen tell us -- we are doing a good job. 
Now we are in the short-term money market we have a 
better ddeapbecause we can See nshort-termointerest 
rates«taking a certain direction, but when the short- 
term market was relatively less important to us, and 
more and more of our confidence was in the banks, well 
then, this was. partly due to our gize which wag much 
smaller than.it ig today, and partly due to the 
condition of the short-term market which is becoming 
more and more developed. Now we think we can see 
better signals -- at least, we are watching them 
perhaps°onwaidifferentnbasis. 

COMMISSIONER GIBSON: Would you regard a 
quite sharp rise in the short-term money market ag a 
warning signal? What I am trying to get at is, what 
is an appropriate signal? What would make you feel 
you ought to tighten up a bit even though the- demand 
was good and employment was high, because these things 


come at a time when they are going to check booms? 
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This is when your tightening up could come, 

MR, SAUNDERS: I would think, for instance, 
if we saw our short-term money drying up -- in other 
words, where we would have to put more salesmanship 
behind the sale of our notes -- and normally it 
requires very little salesmanship, because there is 
a market and we get our share of that -- and if we 
find notes don't gell automatically, to sell them 
we might have to raise our rate from time to time, 
and if we find Treasury Bills are up one-eighth 
or one-quarter from one week to another ona trend 
of five or six weeks, then I think we would begin to 
feel there ig some tightening and we would try to 
aggess “our position in the light of the possible 
tightening up. 

COMMISSIONER GIBSON: But would you be 
inclined to tighten up if there was a good demand 
for your own -- for instalment sales finance, and if 
this demand was of a satisfactory nature to you? 

MR. SAUNDERS: We would be examining and 
restricting credit, ag I have mentioned, by Such means 
as raising down-paymente or reducing the length of 
time over which the money ig loaned. We would be 
looking at inventories more carefully, because this 
section ig more flexible, and we would be -- because 
we would be anticipating that with tight money there 
will be a continuous demand for our product, and we 
would not want to be in a position where we have to 
refuse credit to good customers. 


COMMISSIONER LEMAN: I am interested in this 


aitein® alten 

,emoo bluoo ay anitnetdsytt woy modw sh ataT 

.sonssani sot .Notdt biyow I +: cHadMUAa JAM 
yedto al == qu gatyi1b yenom mrist-dsode to wses sw iti 
qidensmselses srom tuq od oevad Hlyuow Sw stedw:. 2b10w 
$i yilsmion bas -- easton tno to elisa edd baided 
et sexed: sauysosd .qidansmeelsa eslisil yrev asilupst 
ow ti bas -- tsdt to srsde wo 393 ew bas godtsm. 8 
mod? Lfs8 ot cyli{soltisamotus [fea t'sob aeton’ batt 
omit of omits mort etst so saisirot /svsd tdaimn: sw 
dtdgte-sno quiers sllid ymesetT ball ew Tl: bas 
boert 6S no reddons of Nesw Ssavo mort Tetisyp-sno0 TO 
oj mtged bivow ew anid? I sedd ,.aneew xia 10 evit ‘To 
ov y1t bivow ew bas goingostdgis emoa af srsdd, Lest 
ef{dtavgoq edt to Idsif sit aml moltvizoq: tuo 8289585 
squ aninetdgit 

ed voy bluow tu€ s2WOCHID HAMOLGCIMMOD © 

basmebh boos & asw eredd Ttoqu metdgit ot benifont 
ti bas .,sonsail selse jaomiatveani rol -+ mwo 1NoYy areh 
fvoy ot exutsa yrotostatiss 6 To 28w pasmeb aid? 

pas oiinimsexs od biuow eW 3: aAiaiqwUAc . AM 
ansem dove yd, benolinem evsd Ioas ,.sibero anitvolrsse% 
to dtanefl sdt gntouber yO Bgnemysq-riwob goisist 3s 
ed bluow eW .bensol af yenom edd dotdw tsvo smig 
aidt eausoed .ylfuierso stom eslrotnasval ts gninool 
susood -- ed bluow sew bas .eidixsell sxom ef moltoes 
siredt ysnom tdgit déiw tsdd-gniteqiotins ed biyow sw 
ew bas .touborg tno TOT basmeb BHOoUnIInoo Ss od LiLtw 
ot evsd sw sredw notsfaoqg 6 al sd of} Insw ton bivuow 
.3remotauo boos ot sibs ro sau tst 


atdd al petaereint ms IT) :WAMaL ARSMOLAcIMMOD © 6 9h: 


Nethercut & Young - 1660 - 


Terente, Ontaric 

gignalling bug iness. Suppose .the,.type .of .signal.you 
have in mind comes at a time when you, yourself, feel 
it is all wrong, that the monetary authorities in 
Ottawa are wrong, that this is the wrong time to do 
thie: What would you do? If there is good demand 
for your product and you can.see lots of good business 
coming, and you feel you can get money in the market 
and your liquidity position is good, and all of a 
Sudden there is some kind of signal comes that the 
Governor of the Bank of Canada thinks you ought to 
reduce your business, and you say, "He is all wet, 

I want to increase it." 

MR. SAUNDERS: It hag not been our experience 
he discusses his thinking with us. 

COMMISSIONER BROWN: Well, let us say there 
was a change back to the former system of a published 
bank? rate, quite distinct from the current Treasury 
Bill rate ,wandanmrannouncement) of,an dncreasesin, this 
bank rate: .How would that.affect. you? 

MR, SAUNDERS: It would certainly let us 
know on a more firm basis, because, what I mentioned, 
Mry. Brown, wae that. we would, see. Treasury. Bill yields 
rising: on @ pretty, steady. basis..in, a. number, of. weeks, 
and then we would come.to certain :conclusions. We 
certainly would be assisted in coming to conclusions 
by, an official. actiom such as a. change in the bank rate, 
and we would then know there is a gignal for this. 

Of course, as businessmen, if our thinking disagreed 
with the obvious»signs, it, would be difficult. to say 


whether we could ignore our own thinking, but if we were 
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informed as to t#easgas which probably we were not 
aware of, and because of that our thinking may be 
different, and then our thinking may fall in line with 
official thinktug sit fe-very difficult to “inter pret 
gignals and translate them into your own business 

with responsibilities to your staff and shareholders, 
on the basis of, let us say, stated opinions, but if 
some reasoning were involved the conclusions we would 
arrive at may “be ‘more “in ‘I’tne ‘with’ the “conclusions 
that I would think some of these public officials would 
arrive: at ¢ It may “be we would arrive°at’ it ‘anyway. 

It may be when the bank rate moves up we would 
automatically feel’-that is: juet “thes ignal ‘we ‘have 
been waiting for -- we think the same thing exists. 

COMMISSIONER BROWN: Do you study each week 
the Bank of Canada statistics and changes in bank loans, 
etc.? 

MR. SAUNDERS: I would not say we study - 
them that carefully.’ We are ‘intereeted in it, and we 
have ‘some records of it. 

COMMISSIONER GIBSON: Suppose you don't get 
any very clear signals -- and I Suggest to you that the 
Ssignale cannot always be clear because the monetary 
authorities*are’not-sure either at times ~-- what are 
the things ‘that*would affect” you most?’ Is it’ this 
Short-term money rate? What are the things and 
environments you pay most attention to in considering 
whether you Should change your policy? 

MR. SAUNDERS: Short-term money rate and the 


availability of eghort-term money have a great bearing on 
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thie, because the availability of short-term money 
at rates which we consider attractive enough to increase 
or decrease our business has a strong bearing on this, 

COMMISSIONER GIBSON: But at the other end 
of this picture, in reading your brief, I get the 
impression that you feel you have got a demand -- 
that ig, your customers: The people financing the 
purchages of automobiles, and so on, which is pretty 
ingengsitive to interest rates.» In other words, the 
interest rates going up or down a little does not make 
too much difference. Is that the kind of thinking 
contained 47 thte-prver? -That te the UNphe Sw10H T get. 

MR. SAUNDERS: I would gay the customer 
ig always sensitive --- 

COMMISSIONER GIBSON: Let us call it "charges" 
rather than antereset rates, 

MR. SAUNDERS: He is always sensitive to 
charges ‘but© to‘ some ‘extent’ we’are,”* because we’ are 
feensitive to our own costs and also to our projected 
expenditures. 

THE CHAIRMAN: But your record would indicate 
you have been “Wricreaming your oue nese from year to 
year without any setback. 

MR, SAUNDERS: We have been increasing our 
buginees, but in’ one’-tight money period we have 
increaged by the acquisition of another company. 

THE CHAIRMAN: Oh, yes. 

MR. SAUNDERS: And although our rate of growth 
is pretty well maintained --- 


THE CHAIRMAN: The figureg would have’ to be 
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separated. «if wag just looking over the figures in 
your brief: Page 1.of the printed statements at the 
pack: "Finance Company and Retail Dealer Credit 
Extended to Consumers." 

COMMISSIONER MACKINTOSH: It is the 
reproduction of the Bank of Canada tables. 

THE CHAIRMAN: Yes. I notice, if you will 
look at the first column, Instalment Finance Companies -- 
that includes all, doesn't it -- that would include 
your type of business, anyway? 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: There is a reduced amount 
of buginegs done in 1954 compared with 1953. 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: In 1953 it was $516 million. 

MR. SAUNDERS: Yes, 

THE CHAIRMAN: In 1954 it was $492 million. 
Then there ig an increase in 1955, a further increase, 
quite substantial, in 1956, a further increase in 1957 
and a decrease in 1958, 

MR, SAUNDERS: Yes, 

THE CHAIRMAN: Then you go on and you increase 
again in 1959, and you increase further in 1960, and 
in 1961 there ig a decrease again. 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: Well, thoge decreases do 
correspond, don't they, with the tightness of money 
moreoorplecse? 

MR. SAUNDERS: Yes. 


THE CHAIRMAN: Those are the timeg when there 
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wage some tightening of money. So, looking at your 

business ag a whole, and all the instalment companies, 
it. would appear from. that, ..on the surface at any rate, 
that they might have been sensitive to monetary policy. 

MR. SAUNDERS: . Yes. 

COMMISSIONER GIBSON: I suppose they are also 
sensitive to good and bad automobile years. 

MR. SAUNDERS: Oh, yes. 

THE .CHAIRMAN;... Well, of. course, the monetary 
policy .may,.have, affected that indirectly. 

COMMISSIONER MACKINTOSH: Yes, but money 
didn't tighten up early enough in 1958 to affect this 
reduction. It was rather late in 1958. 

THE CHAIRMAN: Well, the automobile business 
perhape wae declining.at that time, 

MR. SAUNDERS:..We. think we are very sensitive 
to what ig happening on monetary policy, and we also 
feel] that.besides.being gensitive we algo try to maintain 
our own growth rate, and when certain areas affect 
our, bueiness.. leg aed. fay..@ ither in one parte of .our 
buginege orn~in,another,.we, try to, look to, the other parts 
which.are, not. affected.,, For. inetance,: in, periods, when 
some, other, reason affects..the, total volume of business 
we do in.our finance. operation, we suddenly become 
more interested, in.our. insurance businesé, and this is 
not coincidental, where we begin to look more progess- 
ively towards new markets, like we did last year when 
we bought this American company. By looking at our 
consolidated figureg you can obtain the impression 


we are growing nice and steadily all the way through, 
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and thie is etacery our aim, but in certain segregated 
parts of our business we are affected, and that nay 

be causing us to make a move in the other direction 
at that particular time. 

COMMISSIONER BROWN: I get the impression 
that you regard the pregent application of changes 
in monetary poltey as being rather a blunt ingtrument 
which at times hits you more harshly than other gegments 
of the economy. What positive suggestions have you got 
to make such as would mean that monetary policy would 
affect you proportionately to other parts of the econony? 

MR, SAUNDERS: There are gome suggestions, 

COMMISSIONER BROWN: You have got some 
sugedéet Tons or? the “poeit-tve ‘end ‘of “it. 

MR, SAUNDERS: Yes. 

COMMISS IONER BROWN: Have you any suggestions 
on-ethes neat ive-Side> oft ."~ You deal ‘with the’ negative 
side first and then --- 

MR. SAUNDERS: ~I am not quite gure that 
I understand what you mean, 

COMMISSIONER BROWN; Well, you have got gome 
Suggestions about when the monetary authorities wish 
to increage money Supply and how you think you should 
part leipate=more’Tuldy inv ‘Lt. 

MR. SAUNDERS: Yes. 

COMMISSIONER BROWN: But you have nothing 
directly about how this tightening may be made more 
effect ive irecrly*on- you. 
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the govenfiiente or whoever is directly responsible 
for the actual creation of that policy, arrives at those 
conclusions based on reasoning, and we would like to 
be included in the knowledge that generates that 
conclusion. Then we could anticipate certain changes 
and we would naturally co-operate, Many times we 
have felt tightening as it did occur was in the interest 
of everyone, and we would like to co-operate, We are 
not here from one day to the other, We are interested 
in the long-term over-all prospects of the economy, 
and gometimeg even though it may not be in our 
immediate short-term interest it is very much in our 
long-term interest to see certain things developed, 
and we want to co-operate, but we are not able to 
due to the fact we don't know too much about what 
official® thinking iscr<«Of course; cweccan read! certain 
figures and releases, but we may not come to the same 
conclusions as the officials, 

COMMISSIONER BROWN: This arises because 
when this wags attempted on a voluntary basis there were 
some corporations in the finance field who felt that 
they would not co-operate and they did not need to 
co-operate because they had access to fundge outside 
the Canadian economy. How do you feel something could 
be arranged so that everybody would fall within the 
same sphere. 

MR. SAUNDERS: We are aware of the fact -- 
and I don't know whether this is exactly what you are 
asking, gir -- but there are finance companies and 


there are finance companies, and they are not all 
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equally affected by the” same’ part tcular’ conditione. 
What I would term a pure finance company, or an 
independent finance company like our own, is affected 
by things like short-term money market fluctuations, 
our dealings with bankers on credit lines and things 
like that. There are other finance companies -- and 
some of them are part of merchandising concerns -- 
others are subsidiaries of manufacturing businesses 

or subsidiaries” oreretail “distributors =--"and@these’, 
ofcourse’, are’ only’ part ‘of “that "particular enterprise 
and they are not affected exactly’ in the same direction 
az somebody who hag only that particular part of it, 
and we have suggested that thie ts an area which 

could be studied because the reaction of an independent 
finance company to monetary controls or monetary 
Powrcy we quive dirrerent’ irom the reaction ol a so- 
called*capttive finance’ company to the same type of 


regulations’ or’ the same’ type of” policies, 
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This, of course, creates a competitive factor in 
our industry. There may be a situation where you want 
to co-operate with policy and you also have to maintain 
your competitive position” inthe’ industry. It is 
a very tight line that you have to walk to keep both 
forces in balance, 
COMMISSIONER LEMAN: Well, what would you 
do about it? 
MR. SAUNDERS: We have been thinking about 
it. We have -brought it to’ the attention of this 
Commission hoping that Some answer would come about. 
We: do think there are certain things that can be done. 
For instance, it might be possible to study the over-allffloy 
funds between the businesses other than the financing 
business and the finance company; such things as the 
payment for inventories are considered. There ‘may be 
certain areas where the credit of the parent’ conpany 
is not, of course, subject perhaps to the same monetary 
policy or regulation as tie Sheare to the finance 
company would be. If that happens then the flow of 
funde from the parent into the finance subsidiary ---. 
There is nothing illegal about this but 
it is a cireumvention of the intention of the regulation. 
This if an area that might be studied from the point 
of view of finding a way of discouraging such activity 
if it occurs. I would say that would be the direction 
in which we should try to analyze it. Of course, 
there may be certain problems that we cannot foresee 
that would make this very difficult. 


COMMISSIONER LEMAN: Well, would you come 
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right out in favour of selective controls? 

MR, SAUNDERS: I am not quite sure what 
selective controls would be. We are not in favour 
of artificial means. We would be more in favour of 
eliminating the artificial advantages or disadvantages, 
as they might:exist. That is why we feel that this is 
a field which should be studied. 

There is an area where a captive finance 
company, ofe courgel,.servessa usefule purpose ef&pectally 
to its owner. There may be reagong, why they might. be 
quite willing to operate a captive finance company 
inde pendent: of) thes parent: concern as: far ae monetary 
policyand regulations are concerned. This, of course, 
hag not always been the case. 

COMMISSIONER BROWN: In studying this we 
hoped that’ yow as an expert in).this: field might give 
uf gome suggestion as to how this might be accomplished. 

MR, SAUNDERS: I would like to see a more 
detailed examination of the flow of funds, or gome 
control or regulation of the flow of funds because 
really after monetary policy is implemented by, let 
usi. say, ‘restricting 'the bank credit: of finance: companies, 
and this, of course, is ‘then passed on restricting 
the bank credit of all captive ag well as independent 
finance companies, the parent company of that particular 
“captive: has a lot of credit available and it can 
funnel the money through. JI do not think in that 
particular case it has served its purpose. 

There may be gome administrative methods 


of checking this type of flow of funds. Also when 
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it comes to the borrowing, it affects the product 
which the captive finance company finances and this 
normally starts out with payments for inventory at 

the time the finance company's customer takes it 

over, and in a period of tightness the demand nature 
of such payment is deferred for weeks or months. This 
again is an additional source of credit which has 
been opened up. 

We feel ithat these are the areage, “I'do notthink 
we are qualified to come up with anything more specific 
than those, 'except te say that “there ‘are ‘certain 
companies which are not equally affected by the 
same monetary policy. 

THE CHAIRMAN: Isn't that so throughout 
the whole system, monetary policy affects various 
people in different ways? » People’: in a strong financial 
position can regist longer than others. 

MR. SAUNDERS: Yes, that is true, of courge, 
Lt does not have ®@ equal effect. 

THE CHAIRMAN: You have either got to accept 
that general position as the most effective way of 
dealing with that kind of problem or get into some 
Syetem of selective controls. Is there: any alternative? 

MR. SAUNDERS: Well, there may not be but I 
am not quite clear of just what is meant by selective 
controls. 

THE CHAIRMAN: But you are talking about a 
financing policy which you apply equitably to all finance 
companies, af I understand it. I may perhaps be putting 


it wrongly. One finance company has a certain relation- 


fhip with a retail firm of gome kind and might have a 
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Stronger financial position and be able to carry on 
for a longer time in spite of the increased rate of 
interest. 

MR. SAUNDERS: But it is not the increased 
ratevofy interes tpdni cases likergthat ,iitodle the iavail- 
ability of funds. 

THE CHAIRMAN: Well, it ig all tied up. 

MR. SAUNDERS: Yes. We feel that when 
restrictions are imposed, let us say on an industry, 
then obviously it is the intention --- 

THE CHAIRMAN: Are the restrictions imposed 
on the industry or are they imposed generally upon 
the economy? | 

MR, SAUNDERS: Well, I think they are in 
some instances imposed on the industry and perhaps 
on the ceconecal economy as well, but there have’ been 
various instances where restrictions. were imposed on 
the. financing.industry-. directly. or, indivectly,.,.-Now, 
this has.had.an effect on all the independent finance 
companies. It has. not always had the same effect.on 
the captive finance companies. For example, credit 
unions, which are.very much-in.the,game type of business 
that we.are, do not,seem to. be.affected.at,.all., go 
I think. the. industry.serving the,.public,,on.that 
particular. service. is moving. in.one direction.or.the 
other, but. the movement is.not,as,elear or not.as 


much in that direction as it could..be, 
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COMMISSIONER MACKINTOSH: I was wanting to 
clarify my mind on some points. You complain of 
unequal competition from the credit unions, the 
chartered banks and the Industrial Development Bank 
and your one point on the credit unions is that 
as cooperatives they are not subject to corporation 
taxes. Their limitation .is,..of.course, that they 
deal only with their own members and do not deal 
With the general public and when you say they are 
big business, you mean they add up to a large 
aggregate of small businesses? 

MR. SAUNDERS : We mean that, of course, 
but we also mean that some of the larger ones in 
that wgregate are big businesses on their own and 
we certainly feel that if a fraternal organization 
of some type is created for the benefit of its 
members that certain privileges may accrue to that 
group as compared to, let us say, the business 
proposition. 

On the other hand, where we are aware of 
the fact that credit unions deal only with their 

members, the conditions of membership are not 
sufficiently serious that they would impede a very 
large disjointed group of people from belonging 
to the same union. For example, the common bond 
Which might exist from people living in a city like 
Vancouver is one that I cannot personally see at all. 
Certainly,,we who live there --.and I would say it 
would be comparable to the common bond which unites 


the 7,000 people who owns shares in Laurentide -- 
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COMMISSIONER MACKINTOSH: It must be pretty 
fedi, “ls "lv wou: 

Mi CAUNDERS?-"WePl>S tt“is’a dirricuit 
one to define, sir, and we think that’ where the 
bond is not sufficiently restrictive that a very 
large number of people of not too common interest 
become members of the same organization, then that 
is not the original concept of a credit union, and 
as such if “credit ‘unions can advertise for members 
on the radio or television and own large blocks 
of real estate and have chequing facilities for 
their members, we do not disagree with this at all. 
After all, if they can do these things, then 
obviously they are providing a service. The only 
thing we do not understand is why they should have 
the privilege of not paying income tax, 

We also feel that they should be subject 
to the normal expenses that every other business 
is subjected to including taxation. 

COMMISSIONER MACKINTOSH: What else besides 
taxation? 

MR. SAUNDERS: Well, I suppose taxation 
is the major one. T was thinking of the other 
things such’as business licence which is taxation 
again and space requirements, and things like that. 

THE CHATRMAN:-~Those are-arl* local matters, 
though, are they not -- business licences, et cetera? 
Tt is according to mtinicipal’' regulations and they 


are different in different places? 
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MR.:SAUNDERS: Oh yes. All we are saying 
is that we think if they operate a finance business 
then they should be operating a finance business on 
the same basis as other finance companies operate a 
finance business and that is really our suggestion, 
that they should be subject to the same practices 
and taxes as the other companies are. 

COMMISSIONER MACKINTOSH: Well, I wanted 
to be clear.,on that. Your. references to chartered 
banks do seem to be divided into two different groups. 
Part of your complaint is, it seems to me, comparable 
With the complaint you get against any manufacturer 
who operates a small chain of retail stores and 
also tries to sell the retail trade and he gets 
into various difficulties and arguments competing 
With his own customers to a degree. But you also 
Suggest that the banks have an unfair advantage in 
being able to take deposits. I gather a bank attracts 
deposits, accepts this liability and proceeds: to 
distribute their funds among such assets as will give 
them both earnings and the necessary liquidity. You 
do not really want to get into the. deposit business 
and come under the Bank. Act, do you? 

MR. SAUNDERS: I do not know whether we 
expressed it very well there, but our thought is 
the following, that the deposit business, when looked 
at. in, terms. of loans which are on demand, is» one 
where the lending should be on a short term basis, 
preferably also on a demand basis and we are somewhat 


concerned both for competitive reasons and also for 
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other reasons with the very rapid growth of the term 

loan business handled by the chartered banks, and 

we would like to suggest that it might be wiser if 

their lending were inthe demand loan area primarily. 
We also submit that if we are wrong in this 

thought and the fact that demand deposits are loaned 

out on a term basis is not one which should cause 

serious concern, then we can reduce our rates 

to our customers if we were also in a position 

to take deposits and we would like to do that, 

We do not suggest we would like to have deposits; 

we do not suggest that our type of business is for 

demand funds and loaning it out on a term basis, but 

we might not properly understand all the factors 

involved. If this concern which we feel towards 

demand funds being out on a term basis is not a 

valid one in the light of past experience and 

future thought, then we feel that we would like to 

bring to our customers the benefit of a reduced 

rate as a result of operating deposit accounts. 
COMMISSIONER MACKINTOSH: Well, the banks, 

as I understand it, operate quite a wide range of 

deposit accounts and they are by no means all 

demand deposits. I understand some of them now 

pay a higher rate on fixed term deposits. 1 

would not think it has ever been a rigorous rule 

of banking that you, so to speak, invest your 

demand deposits only in short term assets. Clearly, 

they do not invest high proportions in long term 


assets. I always understood that part of the art 
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of banking was to keep your assets rolling and with 
long term assets, if they had different terms, the 
result would be a continual flow of funds and with 
also a proportion of legitimate investments for 
banking funds. Why should not the bank representing 
the depositors keep the best they can of a variety 
of assets which I would think they have always done? 
MR. SAUNDERS: Well, we feel -- and 
this is our opinion but I do not think we are alone 
in this thought -- that demand deposits and 
even term deposits for a short term should ke 
invested primarily in the type of assets which 
can also be liquidated quickly, and I think that 
our whole success in banking in Canada has had a 
great deal to do with the fact that our banks have 
always been very solid and they have not been so 
heavily in the longer term lending. Recently a 
trend has developed which has shown very rapid growth 
in the term part of the bank loans. If this were 
to continue -- and we think that sooner or later 
the point could be reached -- we would not be as 
liquid a country as we would like to see us be. 
As we say, we do not understand all the 
ramifications of their problems. All vw can say --= 
COMMISSIONER MACKINTOSH: I do not yet 
either. 
MR. SAUNDERS: All we can say is if it 
were not a icin of concern that genane deposits 
are loaned out on a term basis, then we would like 
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rate based on the fact that we could reduce the 
cost of funds, and if with that we would be subjected 
to certain controls we would just have to accept 
those controls. After all, controls are not 
necessarily there to prevent you from doing business; 
often they are there to assist you in running a 
business the right way. 

THE CHAIRMAN: You mean you are dealing 
with the possibility of entering into the demand 
deposit business yourself to some extent? 

MR. SAUNDERS: Yes sir. 

THE CHAIRMAN: Is there anything to prevent 
you from doing that now? 

MR. SAUNDERS: Yes there is. 

THE CHAIRMAN: Is there a law against that 
affecting your company? 

MR. SAUNDERS: Yes, we are just not allowed 
to take deposits. It is in the Companies Act. 

THE CHAIRMAN: Oh, the Companies Act 
under which you are formed? 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: But there is no general 
law that would prevent it? 

MR. SAUNDERS: I believe, sir, that every 
Companies Act stipulates that the company can do 
a very wide range of things -- 

THE CHAIRMAN: Your company is under the 
Dominion Companies Act, “is it, or is it a special 
act? 


MR. SAUNDERS: No, ours is a British 
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Columbia act, but we have subsidiaries, of course, 
both under the Dominion Act and also under a special 
act incorporating small loan companies and none of 
these companies have the power to take deposits. 

THE CHAIRMAN: Well, is there anything 
in any act to prevent them from taking deposits? 

MR...SAUNDERS:,, Yes, I think there is. 

THE CHAIRMAN: In the Federal Companies 
Act? 

MR. SAUNDERS: Yes. 

THE CHAIRMAN: And in the British Columbia 
one? 

MR. SAUNDERS: Yes. 

COMMISSIONER BROWN: What is your estimate 
of this, amount, of. so-called.term,loans in the banks 
to which you are taking exception? 

MR. SAUNDERS: Well, the personal loans 
of the chartered banks are somewhere over $1 billion. 
Again, page 1 of the appendix gives some figures. 
Also, page 3 of the appendix shows a renee of 
various loans. On page 1 of the appendix there 
is a table there, the second one, which shows the 
growth from 1953 of $300 million in this category -- 

THE CHAIRMAN: Which page is that? 

MR. SAUNDERS: Page one of the appendix.-- 
to over $1 billion.in 1961. These are not all 
instalment loans but we have not. been able to 
separate some of these out. 

Also, page 22 of our brief shows that 


table with the personal loans of the three different 
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types of industries. They are a Significant amount 
showing a very rapid growth. 

COMMISSIONER LEMAN: But let us say that 
you would accept demand deposits and .that upon your 
doing so you would then be subjected to the same 
restrictions as banks on cash and liquidity ratios, 
do you believe that you would then have a net 
advantage over what your situation is today? 

MR, SAUNDERS: We believe so, sir. We 
think that if we could take deposits then we 
certainly would be reducing our money costs. Our 
money costs represent about. half of our total expense, 
a very significant item and therefore we could bring 
down the cost to our customers which we feel would 
be to the advantage of this company. 

AOMMISG-LANER LEMAN: But you would then 
have a certain proportion of your funds,in (non- 
earning assets? 

MR, SAUNDERS : We are doing that to some 
extent now. We have from time to time had very 
large amounts of money in government bonds to assure 
ourselves of the availability of cash. La. Our 
American operations we carry compensating balances 
with banks. With some of our Canadian banks we 
carry balances and we have this type of reserve now, 
although perhaps not to the same extent. 

COMMISSIONER LEMAN: Well, it is an 
interesting thought. Did you really calculate 
what your position would be -- the non-earning 


assets you would then have to carry, the chequing 
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services you would probably have to give and the 
costs of that service -- did you figure it out? 

MAY ISRUNDERS ?-5 Té' Cts very “difficult *to come 
up with some absolute factual figures, but we had 
made some calculations as far as comparing the 
operating expense of the banking industry and our 
own company and in examining those costs we were 
able to satisfy ourselves that our operating costs 
are within the same range and therefore we feel that 
we could provide these services. 

COMMISSIONER LEMAN:  -Dr. Mackintosh, you 
touched on the credit unions and the banks. Do 
yous want» to go’to the third one here, the I.D.B.? 

COMMISSIONER MACKINTOSH: I am conscious 
that our time is getting short. We will be receiving 
representations from the Industrial Development 
Bank. One thing that is forgotten is twnacv che TD .B. 
was established in 1944 and there were not many other 
institutions around looking enviously at the potential 
business. It was virtually alone and now, some 
decades later, this is a somewhat different field. 
Perhaps the I.D.B. should change its practice. Its 
rates, as I understand them, have always been above 
the chartered banks! rates which were looked upon 
as an alternative source in the early days and this 
assured the Industrial Development Bank pretty much 
that the funds were not available. 

Now, I gather the finance companies feel 
that@ they can attract these: people as customers 


but at rates which would be higher than the rates 
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which I.D.B. is currently charging. Does this 
extend over just a number of individual cases that 
turn up annoyingly or is there a broad area or 
band of competition here? ) I think a good many 
of the Industrial Development Bank's customers are 
not eagerly sought after by other financial 
institutions. 

MR. SAUNDERS: TY think’ 1t’4s° quite’ a 
broad band, Dr. Mackintosh. I am just looking 
for some examples, if you would like to go into it 
in a little more detail, but I would like to point 
out that quite a number of our customers who have 
been -- who have been our customers! accounts, for 
instance, are paid out by the I.D.B. That is really 
our idea of doing things in reverse because these 
people have had credit there and they replaced that 
with an I:D.Bs bank “Loan: 

COMMISSIONER MACKINTOSH: Well, were they 
in this position of getting larger bank finances 
from I.D.B. and just consolidating or Ha Perthey 
just taken over your account? 

MR. SAUNDERS: We have had people come 
into us asking for credit approval on a certain 
transaction on the basis that if they are not 
able to obtain the money from the Industrial 
Development Bank that we would loan it to them, 
and.I thinkjveagein,; this» is: doing: things. in. reverse. 

COMMISSIONER BROWN: They are becoming 
the lender of last resort. 
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MR. SAUNDERS: Apparently, and we do not 
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Terente, Ontario 
: mind that because we feel we can judge credit as 
2 far as our customers are concerned. The only 
3 thing is we do not want the Industrial Development 
& Bank to select away.certain customers. There are 
5 instances where we carry very substantial inventories 
6 of equipment for dealers and we have access to a 
7 lot of information from these dealers because the 
8 inventories are financed by us and we see the sale 
9 of equipment going to construction companies, let 
10 us say, whom we would gladly finance and they are 
11 obtaining money from the Industrial Development 
12 Bank... This. is not. really the purpose for. which 
ts we have carried the inventory for those dealers 
es and we will not be able to continue to service those 
LS dealers on the same basis if their, retail..customer 
4 goes elsewhere. 
17 We have also had the experience of looking 
18 at credit approvals and approving them and then 
Uy seeing the same company with the same product take 
20 the loan from the Industrial Development Bank. 
24 
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So we are quite sure that the area is a broad one. 
It is not a matter of one, two or three customers, 

I have just made a trip from Vancouver and stopped 
at about five or six of our branches in British 
Columbia and on the prairies, and I did not go into 
a single branch where they did not mention the fact 
that some of their customers are being refinanced 
by the Industrial Development Bank, or that the 
dealers are about to deliver certain equipment and 
the financing will be with the Industrial Development 
Bank. We think there is a little bit of mis- 
direction of policy there, not in Line with the 
original concept of it. It had been intended to 
be a lender of last resort, and now it is such that 
we are becoming the lenders of last resort. It 

is disturbing for us to see this. Our suggestion, 
of course, is that most of the money that the 
Industrial Development Bank disperses is intended 
to be risk capital, or take the place of risk 
capital, and as such it would be very sensible 

to give it the same income tax treatment as risk 
capital obtains, and this would have the twofold 
effect of making it truly a lender of last resort 
and also increasing the tax or bringing back some 
of the subsidy that the Industrial Development Bank 
loans create. 

COMMISSIONER BROWN: This pen up to an 

obvious further question, and that is, if you 

are prepared to lend this particular company, and 


the ID.B. lends it instead of you, and you feel the 
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1 I.D.B. is really risk capital and the interest should 
2 not be allowed as an expense, then the obvious thing 
3 is why should it be allowed as an expense to you 
4 if it is the same money for the same purpose? 
5 MR. SAUNDERS: What I mean is that if the 
6 I.D.B. is a~lender of, last.-resort, then it is 
Y dealing in risk capital and therefore it would be 
8 reasonable to give it the same treatment. We do 
9 not fé2l ih the accounts which it takes away from us 
10 that it acts.as a lender of last resort, and we feel 
11] the only reason those customers have gone to the 
12 I.D.B. would be a rate advantage, because we would 
13 be prepared to continue extending them credit further, 
14 and many of our competitors would be willing to do 
15 the same thing. 
16 COMMISSTONER MACKINTOSH: We get very 
17 confusing evidence. People say that I.D.B. is so 
18 conservative and cautious that it does not affect 
19 anything and they ought to be putting equity into 
20 small business and doing all.sorts of things, and 
1 the next group says it is iniquitous that they 
22 Should take any equity in a small company and they 
23 are so aggressive that they are injuring the 
24 legitimate operators in the field. I think we 
25 are going to have a lot of questions to ask when 
26 we. get. to, the... I.D.B. 
27 There is another matter I would like to 
28 ask about which I think need not take very long. 
29 You have a complaint that in those areas where 


30 government guarantees have been given they have been 
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given only ‘to the chartered banks. I take it 

this refers to what -- farm improvement loans, 
small business loans “...? 

MR. SAUNDERS: Home improvement loans, 
farm improvement, small business loans. 

COMMISSIONER MACKINTOSH: Generally 
Speaking, this was a device to induce the banks 
to get into a field where they had not previously 
got their feet very wet. I would not be sure that 
the chartered banks needed all these guarantees 
now that they have learned to swim in that particular 
pool. Would the finance companies wish to share 
in’ these guarantees under the same conditions as 
the chartered banks? 

MR. SAUNDERS: I am not sure if we know 
all the conditions, but in some respects we share 
in this business. For instance, we make loans 
to farmers when they purchase equipment, and we 
make loans to businesses when they buy fixtures 
and various goods, starting from automobiles to 
refrigeration and other type of equipment. We 
are in this field. We do not ask for subsidies. 
We service these people. If we were to expand 
our service beyond those with whom we now deal 
we would be glad to consider doing that with certain 
government subsidies, if they were warranted, but 
we primarily feel that -- 

COMMISSIONER MACKINTOSH: There is virtually 
no subsidy here. It is a guarantee that has in 


practice cost extremely little. 
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MR, SAUNDERS : We are not aware of what 
it has cost.. 

COMMISSIONER MACKINTOSH: The figures are 

3 available for the past, I think under each of 
the acts. 

MR. SAUNDERS: We feel this is a program 
which encourages customers to avail themselves of 
a government guaranteed service where otherwise 
they would be perhaps dealing with a company like 
our own. Of course, there is a rate differential; 
it is more attractive to borrow at 5 per cent than 
to borrow at double that figure, and it is therefore 
and advantage which we do not have, but we have 
been servicing these people. We are continuing 
to service them and we would like to continue 
doing that, and we feel we are in this business. 

THE CHAIRMAN: The 5 per, cent. rate is made 
possible by the guarantee, I Suppose, is it? 

MR. SAUNDERS: ..I think so, 

COMMISSIONER. MACKINTOSH: Yes, but 
another way of putting my question is, would the 
guarantee make a 5 per cent rate possible for you? 

MR. SAUNDERS: No, of course not, but 
we might mot require the same guarantees. Tt seems 
to us that the intention here is not to provide 
loans or give credit to borrowers with cheaper rates, 
but rather to encourage credit to people who might 
be able to put it to use, and the finance industry 


is very well equipped to extend credit on a broad 
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scale, and it can broaden it if there are guarantees 
Which would help to do that. We do not think we 
would require the same kind of guarantees. Marginal 
guarantees may be another method of looking at it. 

COMMISSIONER LEMAN: Could we be a little 
more specific, then, as to your suggestion: suppose 
that you were managing the I.D.B. and were convinced 
it should act as a lender of last resort instead of 
the other way round. How would you proceed? We 
cannot just talk about this im theory, in a vacuum. 
What sort of proof that a customer cannot get his 
funds elsewhere would the bank insist upon before it 
would proceed? 

MR. SAUNDERS : First of all, I would not 
use the proceeds from my organization to pay out 
accounts which are already being financed because 
there it is obvious credit has already been extended, 
so you would not need proof he can get it elsewhere 
or cannot get it; it is already there. This is a 
fairly important question. 

Secondly, I think -- 

COMMISSIONER LEMAN: I am sorry: unless 
it -was evident to the I.D.B. at the time that the 
customer's capital structure was all wrong. You run 
into situations like that, don't you? Some finance 
companies do the same thing sometimes, don't they -- 
in the’ small loan business? 

MR. SAUNDERS: Yes. 

COMMISSIONER LEMAN: So, you admit there are 


eases where a capital structure of a borrower must be 
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recast. 

MR. SAUNDERS: Yes, that is true. Of 
course, it would be logical in a case like that to 
find out from a omnes, who already is financing 
whether they would not consider re-financing it 
themselves. If it were not a matter of competition, 
because souanieee. presumably does not exist between 
the I.D.B. and the other lenders, therefore the first 
thing that may be considered is to go to the finance 
company involved and say, "XY company neede to re- 
organize its capital structure. We are considering 
doing that. Would wipes be prepared to do it or not?", 


"no" then it igs very clear money 


and if the answer is 

is not otherwise available. That'would be one method. 
At present I understand that the I.D.B. 

does take certain steps to assure themselves that, 

for ingtance, the money is not readily available from 

one of the chartered banka. One of the things they 

require is that the customer have a bank account, 

and they check with the bank where that account is 

whether they would be prepared to lend him money. 

Sometimes I understand they examine the possibility 

of long-term funds from a mortgage or insurance company 

and they satisfy themselves to the fact that one or 

two are not interested, so they come to the conclusion 

they are not interested, However, no such steps are 

ever taken with regard to finance companies. 
COMMISSIONER LEMAN: They consult everybody 

but yous; is that it? 


MR. SAUNDERS: Yes, we geem to have that 
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impregsion. We are juet overlooked as if we were not 
here. 

COMMISSIONER MACKINTOSH: You have a couple 
of “suggestions near the’énd of your summary: I take it 
they also occur in ‘the briéf,° but I don't know the 
place. The first is that the Dominion Government 
introduced accelerated depreciation schedules on 
eapital equipment.” I& this not in existence at present? 

MR. SAUNDERS: Yes, there are --- ag a 
matter of fact, we had another suggestion which we 
unfortunately had to leave out which had to do with 
the’ pegging of the Canadian dollar. Thies we left 
in’ because we felt “there’could be greater agsistance -- 
more accelerated depreciation. This in turn would 
increase manufacturing of goods and it would create 
employment and would market these products and perhaps 
bring our whole industrial system into a more competitive 
position with certain countries whose coste are lower, 
and we are aware that there are steps taken in this 
aqirectTon Dur we feel *we*codldq go a little further, 

COMMISSIONER MACKINTOSH: I am not now 
conversant with it, but my impression is that we are 
more flexible in this respect than in the United States 
juriedictton, but ress than “some of ‘the Huropeang. 

MR. SAUNDERS S “I ‘think that Is the cage, 
ram uot too “Tamiiiar with it. 

COMMISSIONER MACKINTOSH: Of course, it is 
gometimes forgotten that this does not free anybody 
from°any taxation; “It merely gives them the privilege 


of shifting taxation from one year to another, as far 
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as these capital assets are concerned. 

Your other suggestion is on the cancelling 
of withholding taxes on foreign owned corporations. 
This only affects really, I take it, non-taxable 
foreign corporations? If they are taxable in the 
United States their withholding tax is offset against 
the United States tax? 

MR. SAUNDERS: Yes, 

COMMISSIONER MACKINTOSH: Pension funds 
and that kind of thing? 

MR. SAUNDERS; Yes, that is right, With- 
holding tax creates a number of problems which we 
feel would be improved by Such a step. When we pay 
Ourselves, if we do, dividends from Some of our foreign 
operations subject’ to withholding’ tax in the United 
States --- 

COMMISSIONER MACKINTOSH: You count that 
off against your Canadian tax? 

MR. SAUNDERS: Well, in the case of dividends 
that does’ not quite apply, you see. 

COMMISSIONER MACKINTOSH: Oh, no. 

MR. SAUNDERS: We also feel, for instance, 
when we pay ourselves interest on money we loan to 
our own operations, withholding tax in both directions 
makes things very complicated -- more complicated than 
i1¢ needs To "pe, 

COMMISSIONER GIBSON: Mr. Chairman, I would 
like to go back to the question of the regponge to 
change in monetary conditions. Let us make a few 


assumptions: Let us assume the demand for automobiles 
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and.appliances is good, employment is high, incomes 

are. viging, and the demand for your services is strong, 
from good people: In those circumstances the short- 
term money rate goes up half of one per cent or 
Something like this: Is there any good business 
reason why you should cut back to any significant 
extent in those. circumstances? 

MR, SAUNDERS: Well, Mr..Gibgon, you have 
outlined a certain situation. 

COMMISSIONER. GIBSON: I.have tried to outline 
the..gort of.conditions which.have.in fact arisen when 
we are in a-strong- upturn. 

MR. SAUNDERS: Yes. The question in my mind 
ig, just,what other .things.are,happening.at. the. game 
time..... When. you,.say,.are.there.any..good business 
reasons, I can't say. that just from what you have 
outlined, there .would..be.any.good buginess reason 
why, we should curtail. | 

COMMISSIONER GIBSON: This is what worries 
me.,. because dn.fact Jethinkin periods of strong 
advance your have,,had, those. kind. of conditions,.and 
you. haveradéo. certain. other things,.andconsumer, cregit 
a2 Well as 2.1lo0c..0f, other kinds. of.credit.payve,. tended 
to dncreasce,quite, rapidly... There, ten|'«t anything 
necegsarilywrong;, L am,not, expressing. a.value 
judgment about, this.) IT.am trying to get at how the 
process works. You talk about taking a gomewhat more 
restraining. point.of,. view when certain other conditions 
Seem to have arieen.ec Yourhave, gaid.it is good, prudent 


business to have a look at your accounts when there 
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lg gome sign of unemployment and the risks are not 
quite ag wschrheting Thig ig true..° I-think this’ occurs 
a little later in the day than when you have got 
a etrong upward boom. 
MR, SAUNDERS: ‘I would say in the middle 
of the boom unemployment could be at its lowest point. 
COMMISSIONER GIBSON: It is. 
MR. SAUNDERS: But that is not the point 
at which credit becomes tight. In other words, at 
that point credit is fairly readily available from all 
fgources, including’ the: finance companies. 
COMMISSIONER GIBSON: Well, it is perhaps 
beginning to get tight, and the short-term rates 
are going up, but your long-term rates haven't gone 
up very much, and the medium-term rates haven't gone 
up so much, but demand ig good and maybe the interest 
rates thet icustomex che: payinglares golimger upiad bit.ie I 
am trying to envisage how this process works and whether 
it: is» reagonable to expect) 1ti to. work, until after we 
have pagsed the top of the boom? 
MR, SAUNDERS: There are no automatic signals 
I know of that would say if short-term money, costs go 
up from 3 per cent to 4s pen) icenty overs ab ipexiod of 
16 months, that would automatically say that when we 
hit 4.5 rather than 4.4 we take some action. 
COMMISSIONER GIBSON: This would only moderatel 
raise your cost of money because your cost is an average 
of all kinds of money you have got? 
MR. SAUNDERS: That is right. 


COMMISSIONER GIBSON: Meanwhile, let us say the 
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rates of interest you are obtaining are about the same; 
you are aaa squeezed. a ilittle, but. if, there..is good 
business coming up, wouldn't you want to go for it? 

MR. SAUNDERS: First of all, as you know, 
our loans on outstandings are over a period of time, 
go we don't see -- even if we went for it we would not 
see an immediate ghrinkage, because loans we make 
today will still be with us two years. from now, 

COMMISSIONER GIBSON: I am talking about 
your new lending activities. and your, renewals. 

MR. SAUNDERS: Yes. We would like to co- 
operate and we would,feel.there are, certain things 
we..could,.do if the .signs were clear .that..guch action 
is .desirable ,jn,the national interest..or, in.our .own 
interest. 

COMMISSIONER GIBSON: What I am getting at 
L6..uha§ uheustions aye not alwaye,clear, and Lt is 
perhaps hoping for too much that they usually will 
be veryuci@aw. lace in the day. yes. 

MR. SAUNDERS; .We would not, be the first 
people .who would be able to interpret, these signe. 
Somewhere along the line we interpret them when they 
get into focus where our industry seea these signe. 

COMMISSIONER GIBSON: You interpret them in 
terms..of the effect on your costs, the squeeze that 
may occur, and in terms of the quality of the business 
you are doing and the balance of the business you will 
take. | 

MR. SAUNDERS: Yes. We interpret them, 
for instance, in a general prosperity period when 


credit granting is perhaps at its soundest point. 
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MR. SAUNDERS : There may be certain things 
like inventories which might get too high. There may 
be over production of certain goods and at this 
point credit becomes less sound because pressure 
is on to move merchandise by means of artificial 
props on credit. We naturally are not in favour 
of that because we feel that that type of credit 
granting is not the best type. This is an area 
where we can, through our credit department, exercise 
certain control, and we have standards that we set 
up from time to time. 

COMMISSIONER GIBSON: So you would be 
pretty sensitive to building up an inventory, and 
this is one of the major signs from your point of view? 

MR. SAUNDERS: Yes, 

COMMISSIONER LEMAN: In this process of 
analysing the effectiveness of changing monetary 
conditions you see there is a lot of manoeuvering 
that can go on. Mr. Gibson was just referring to 
the situation where short term rates had gone up 
a little bit but the rest of the market had not 
been affected yet too much. Do you regard your 
capital structure as fairly rigid? Do you like 
to have a certain proportion of 60-day money; 90 
and 180-day money and always roughly in those 
proportions, or would one of your first reactions 
be to start shifting your capital structure to take 
advantage of these differences that have come about? 

MR. SAUNDERS: We have certain ratios that 


we try to maintain, but we change our ratios from time 
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to time. Of course we have certain inherent ratios 
which are laid down by our loan and trust agreements, 
and the various other agreements. For instance, 

we cannot have a greater percentage on our total in 
so-called long term funds than we have in short term 
funds, so there is one restriction which is rigid. 
Although, of course, like everything else it can be 
changed, but it would be .very difficult to obtain 
approval for that change. Let us say within the 

range of short term funds vw would try to do some 
adjusting, but that would depend on our interpretation 
at that particular time. I would say that it would 
be looked at very carefully. There may be some 
adjustments to take advantage of, let us say, a one 
year rate at a time when it looked as though a year 
from then that rate might look attractive. Aiso,. af 
we .are well within our limitations of short term to 
long term we may go out and raise some more eee, 
money. These are just analyses of our own mix of 
funds which we do make from time to time. 

COMMISSIONER LEMAN: We are talking a little 
bit in generalities here, Mr. Saunders. Would it be 
possible for you to give us later a bit of a paper 
to supplement your brief in explanation of how these 
processes might work in the case of a finance company 
like your own? You see, our problem in asking ourselves, 
how effective is monetary policy is not so much what 
it could do in theory as much as what does happen in 


practice. What are the obstacles that prevent an 
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action starting at point zero from pervading down 

after all the manoeuvering that takes place in between? 

Certainly at ‘Some point the effect is felt, but how 

slow is it and what are the rigidities that prevent 

the action from having a rapid enough effect and the 

right amount of effect? What you might do with your 

borrowed funds is one of those processes Wiehe Jet which 

in part monetary policy might be frustrated, you see. 
MR. SAUNDERS: Well, we certainly can try 

to develop some figures for you, and you will be 

able to draw your own conclusions from them. However, 

I’think that it is’a fact that whereas finance’ companies 

are very sensitive to monetary policy and are 

Sensitive in various ways, they will not react at 

exactly the same period as, let us say, another 

industry might, and it is obviously because of the 

fact that they are different industries. We also 

feel that we are not as well informed about monetary 

policy and we would like to reduce the violence of 

our own reaction to certain monetary policies by 

smoothing it out. This we feel would be in the 

best interests of our company, our customers as well 

as the general economy. Reactions occasionally have 

been quite violent. I think we are> going to send you 

some of our circular letters that have gone out giving 

the reaction that we have taken. We would like to 

advise in advance and say these are things we would 

like branch managers to keep in mind; credit seems to 


be tightening and we should tighten up gradually instead 
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of tightening up harshly. 

Bl esncnbeb One particular incident where 
this advice went out by telegram rather than by letter 
and they reacted very quickly. Lo doa noel thinks it 
is good to have to react quickly. Perhaps we are 
all learning ’from this and can anticipate certain 
things a little’ more quickly 

COMMISSIONER LEMAN: I believe the economists 
would expect you to protect yourself at all times. 
What we would: like to see is what people do in fact, 
not how people tend to act if there are a lot of 
conferences between the government authorities in 
Ottawa md the people so that there would be a unanimous 
opinion as to what could be: done. Tra tats. a Acirtcacire 
unrealistic. What we are trying to find out is 
how people react to certain specific conditions, 
always in the back of their minds that they want to 
protect their businesses as best they can and try 
to circumvent the manoeuvering. There is nothing 
wrong with a little manoeuvering in view of competition 
in this industry, but we cannot expect people to do 
things without looking over their shoulders at what 
the other fellow is doing. 

MR. SAUNDERS: You have to be competitive 
because tight money periods are followed by easy 
money periods and you cannot ignore the demands of 
your customers or the requirements of the people 
who do business with you. However, you can smooth 
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and if we had a good enough crystal ball we could 
anticipate shia of these things. Werare trying to 

do more now than ever before, for instance in watching 
things like short term interest. We can give you 

the experience that we have had and you can draw your 
own conclusions. 

THE CHAIRMAN: Thank you very much Mr. 
saunders. We appreciate the brief that you have 
presented and I think I can speak for all the members 
of this Commission in saying that we feel this 
discussion has been very useful. 

MR... SAUNDERS: “Thank yous 

THE CHAIRMAN: We shall adjourn until two 

o'clock this afternoon at which time we shall consider 


the brief of the Industrial Acceptance Corporation. 


--- Luncheon Adjournment. 
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1 --- Upon resuming at 2.10 P.M: 

2 SUBMISSION OF INDUSTRIAL 

ACCEPPANCE. CORPORATION LIMITED 
3 
4 
APPEARANCES 

5 
J. H. Ranahan - President 

6 
J. B. Pennefather - Executive Vice-President 
eee oO be - Vice-President Finance 
K. H. MacDonald - Vice-President and 


General Sales Manager 


Plas eineh - Manager Market Research 
and Statistics 


es 


THE CHAIRMAN: Call the meeting’ to order. 
Pdustrial Aeceptance’ Corporation Limited. “Mr. 
Ranahan, are you presenting the brief yourself? 

MR.” RANAHAN 2" Yes? sir. May I proceed? 

THE "CHATRMAN: *"Yes. 

MR. RANAHAN: I have an opening statement 
Pwourtd Dike vo make, Mr.” Cia lima tr. 

Mrs’ Chairman and members “oi” the Commission 
my name is J. H. Ranahan. I am president of 
Industrial Acceptance Corporation Limited and with 
me are John B. Pennefather, executive vice-president 
of the: company, ‘th. K.2 J.” Dols, “vice-president Finance 
of the company, Mr. K. H. MacDodald, vice-president 
and general sales manager, our vice-president in 
charge of developing the company's business and 
K. J. Inch, manager’ market research’ and’ statistics. 
it may be that”“in’ the course of any discussion to 
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Ma, Ghadmnan, ham, going «to try,and,.not 
take, this dictntaeti over the same ground. twice. 
Therefore, it. is not my intention, unless you wish 
me.to do so, to read the summary contained in the 
brief, but rather in this, my. opening statement, 
I would like to bring some of the main topics into 
focus.. 

I was first employed by Industrial Acceptance 
Corporation, Limited. in ».l9e7. atvwa tame when it was a 
comparatively small business having a single office 
in Canada at Walkerville in southwestern Ontario, the 
area in which I had been. brought. up. It was then a 
wholly-owned subsidiary of an American company and 
opened its: first; branch in Canada later in: the same 
year in Montreal, where I. was sent. 

A few years later,. in, 1930,. the shares of 
the American parent company were purchased by a 
group of Canadians and it became a publicly owned: 
Canadian company. Some of the Canadians associated in 
the. early. stages. w ith. the company were Mr. Russell 
D. Bell of Montreal, .Mr..dJohn McColl, known for his 
association with the McColl-Frontenac Oil Company, Mr. 
Paul. F..Sise, president.of Northern Electric,.Company 
and Mr. Norman McLarty, at one time secretary of 
State for Canada....At. that time, the assets.of, the 
company were slightly in excess of $6,000,000, At 
the end of 1961 the assets were $606,590,513. 

Industrial Acceptance Corporation Limited, 
or. I.A.C..as iteds. often «known, is now,a; widely 


held independent company with 76 per cent of its shares 
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being held in Canada. By independent company TI 

mean. that’ there is no interlocking relationship with 
any other financial group, manufacturer or distributing 
organization other than those that would arise in 

the ordinary course of business. 

The head office of our company is in 
Toronto and its executive offices: are: here ain ‘the 
Town of Mount Royal. It has in its employ and that 
of its subsidiaries almost 3,000 people. 

P.ASC 21s’ @evisales' finance company. In 
fact, it is the largest sales finance company in Canada. 

As there is frequently confusion in the minds 
of the public concerning the role of a sales finance 
company, it would perhaps be of some assistance if I 
tried to define that ‘role. 

The’ essence of the business of  arsales 
finance company is the discounting and purchasing of 
the commercial paper of manufacturers and dealers 
in'-durable goods at’ both wholesale amd retail levels. 
The largest area in which my company operates is in 
the “fiLeld ef wetor vehicthes’, butrwe have ’a “large 
business also in all other kinds of durable goods 
suchas Home furnishings; electrical appliances, et 
cetera and almost every conceivable type of industrial 
machinery and commercial equipment. Business under 
these latter categories has been steadily growing 
in relationship to'the total. For ‘conventence;s I 
will refer Briefly to the manner of doing business with 


an automobile dealer, but this explanation can apply 
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equally to our manner of doing: business with any ‘other 
dealer -in *durabte*ec0ds. 

The ordinary automobile'dea ter has not 
available the funds to finance his inventory of cars. 
When the manufacturer of the automobiles, for example, 
Wishes to make delivery to a dealer, he enters into 
a contract’ of sale’‘on ‘a’ title-reteaining basis 
and discounts these contracts with a sales finance 
company, so that the manufacturer receives cash payment 
for all his motor Wehictle' ‘sa les’. 

The dealer pays us when he arranges for a 
retail sale and is charged for the exact period 
during which’ he held ‘each of ‘the cars “in his 
inventory. This is a specialized type of financing whic 
only sales finance companies long experienced in 
the trade can carry on successfully. Tt requires 
intimate association with the automobile dealer, 
periodic checks on his inventory, an accurate 
appraisal of the potential sales volume of which the 
dealer is capable, and many other like factors which 
require the use of a highly trained staff of specialists. 

In the process of retail selling, the dealer 
or merchant will make some sales on a time payment 
basis) “At this point I would like to <interject that 
the. plans: of Tinancing as provided by I.A.C, and 
other sales finance companies are designed to put 
time payment facilities right in the dealer's store, 
thus enabling him to compete with those whose volume 
and resources permit having their own credit 


facilities. 
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The dealer has the purchaser sign a conditiona 
sale epeseaes, under which the dealer 

retains title until payment of the purchase 
price, and then discounts the contract 

with us. 

At the time of s ale or even prior 
thereto, we provide the facilities for 
obtaining accurate and fast credit 
information on the proposed purchaser. 

We provide the dealer with contract 
forms that we strive to keep up-dated to 
comply with the changes in provincial laws 
from time to time and to make these forms 
easier to use and easier to read. 

After a contract has been purchased 
by us, the highly specialized business of account- 
ing for and receiving the monthly instalmants 
is entrusted to specially trained staff. 

To facilitate working closely with the 
dealer and to provide the very best service 
to his customers in the handling of these 
receivables, we maintain over 140 branches 


in Canada. 


It will be seen that in our business we do 
not deal with the ultimate consumer, other than in 
the process of receiving payments from him on paper 
we nave Meecountan for dealers. We do not lend money to 
the ultimate consumer. We have a subsidiary company 


which is in the consumer loan business, but the primary 
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purpose of this submission is to deal with the area 
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of sales financing. 
In addition 'to the discounting of paper 
covering wholesale and retail sales of durable goods, 


we also operate a capital funds division. 
This division carries out an important function and help 


to service a field where loans of a capital nature -- 


of medium term -- can contribute to the greater 


efficiency, productivity and expansion of Canadian 
Say s 


Usually this type of transaction falls 
a 


business. 

between the commercial revolving loan of, 
chartered bank and longer term or permanent capital 
financing of larger amounts such as might be 


available through investment dealer sources. 
You will see by our brief that we also operate 


a subsidiary company in the casualty insurance field 


and that we have a 50 per cent interest in an 


affiliated company engaged in commercial financing 


and factoring, et cetera. 
The funds for the carrying-on of our business 
Taken from our consolidated 


sources. 
Shy Weoley the eatity or the 
We had a 


come from varied 


Statement of December 
shareholders in our company was $96,241,456. 
term debt issues totally $189,9389,583 
and 


the same date long 
consisting of $80,883,000 of unsecured debentures 


$109,106,583 of notes secured by pledge of commercial 


paper discounted by us. 
We also twrrow substantially on a short term 


basis tin the open market for periods varying between 
The amount of these borrowing 


thirty days and one year. 
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varies from time to time, but at the last year end were 
$145,031, 954. ‘In addition, we have substantial loans 
from the chartered banks on a demand basis which were 
$56,100,000 at December 31. 
There are also some medium term borrowings 
by w, that is, for periods of between one and eight 
years, for. which secured notes. are also issued. This 
is a comparatively small proportion of our capital 
buns nim oLtsakt yuis.fairly substantial. pees last 
year end medium term notes outstanding were $35,738,000. 
It will be seen that the funds employed by 
us, containing as they do a mix of long-dated maturities 
wWith:.a. sound ,.proportion of .shorter maturities, permits of 
a flexibility which fits admirably into our role, 
which is to supply funds and services to Canadian 
business for medium terms, principally on an 
instalment basis. 
The independent sales finance company, as 
a user and supplier of funds of the kinds mentioned, 
has a clearly defined role in the economic 
life of Canada as the logical purveyor of the services it 
renders. 
The sales finance industry was born out of 
a strong. demand for.the kind of service it provides. 
Not. too Long.ago none of the then, existing financial 
institutions were willing to r espond to the demand 
of the retail merchant in durable goods for 
financial resources to carry inventories and credit 
facilities for extending to the consumer sound plans of 


deferred payments. 
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: As a result of this demand, the sales finance 
2 industry was born and developed along very highly 
3 Specialized lines. The services it supplies were 
4 made available to the comparatively small merchant 
5 right in his place of business and allowed him to 
6 compete on even terms with the larger merchant who was 
7 able to rely on his own financial resources. 
8 It -is-of °the-essence-of ‘the ‘sale finance 
9 business that there be a constant personal contact with 
10 the dealer and close working relations with him. 


11 Throughout the entire life of a transaction specially 
12 trained staffs are needed to deal exclusively with businé¢ss 


13 of this particular type. Such specially trained 


14 staffs must, among other things, have a working 

15 knowledge of the laws relating to conditional sale 
16 contracts, a sound knowledge of each dealer's 

17 merchandising policies and individual requirements 
18 relating to insurance and like matters. Intimate 


19 association with local conditions and training in the 
20 highly specialized technique of instalment collections 
21 and other incidents peculiar to this business are 

22| required. 

23 Looking into the future it would seem that if 
24 I have accurately portrayed the worthiness of the sales 
25 finance industry to businesses and consumers throughout 
26 Canada, then I am confident that it has established a 
27 strong foundation from which this industry can 

28 continue to grow and expand its usefulness throughout 
the economy of Canada. That given the freedom of 


enterprise, it will contribute along with many other 
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worthwhile institutions to the sound growth of our 
country. 

In our brief ve have drawn to the attention 
of this Commission certain competitive factors 
affecting our industry. We are anxious not to leave the 
impression with the @ommission that we have brought 
these matters into focus in the hope of creating 
any haven for ourselves competitively. On the contrary 
we have a strong conviction that fair and healthy 
competition helps to develop good people and it is 
only with a strong well developed organization that we 
can hope to prosper regardless of the circumstances. 

We do feel that there are certain implications involved 
in the competitive factors we have drawn to your 
attention. It was simply our objective to draw 

them to your attention so that throughout your hearing 
they might thus be related to other matters that 

will be put before you. 

Until well into the post-war period our 
current and varying needs for funds from day to day 
were serviced entirely by the chartered banks. 

However, bank restrictions imposed on our industry early 
in 1951 made it apparent that reliance entirely on 

them could be detrimental to our interests as well 

ase tothe interests of those we serve. We were 
particularly apprehensive at that time because of 

the different position of captive finance companies 
which a re wholly-owned subsidiaries of manufacturers 

of. automobiles or other durable goods and subsidiaries 


of large foreign-owned companies whose parent companies 
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might have been relied upon to compensate for the 
loss of bank eredit. 

After a prolonged study of our position and 
after discussion with monetary authorities in Ottawa, 
we decided to venture into the short term money 
field in Canada. 

Succeeding restrictions of bank credit lines made 
it imperative that we employ. a substantial part of our 
resources as-reserves. in the form of investments in 
Securities with early maturities. Such a move was 
necessary to: provide for maturities. ..of portions of 
our own debt and to take care of fluctuations in 
day-to-day requirements. At the past year end 
investments for such purposes totalled $55,153,822. 

A further impelling force to enlarge upon our 
borrowings from the Short term money market and to 
place increasing reliance on our reserves as. just 
outlined (aside from cost considerations), has been the 
fact that within the last few years the chartered 
banks have aggressively invaded the field of 
consumer credit. The chartered banks which used to 
be thought of in terms of supplying funds as 
wholesalers have now become actively interested in 
what might be termed the retail field and therefore have 
become our serious competitors. Accordingly, in the 
interest of our stockholders, it seemed prudent to 
place less reliance on this supplier of wholesale 
funds and lean more heavily on the resources I have 
just described. 


You will have noted from our brief that we hav 
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raised certain other questions in connection with our 
relations with Pieuenee banks. We have asked 
whether these chartered banks, who are now our 
competitors in the sales finance business, should 

be used as the instrument of monetary authorities 

in restraining credit throughout the sales finance 
industry. Also raised is the question of whether 

we should not be able to d eal freely with each of the 
chartered banks in arranging banking facilities upon 
the basis of arrangements founded on our business 
integrity and financial resources, rather than 

having uniform policies laid down in unison by all 
of the chartered banks. 

TI should say immediately that our relations 
with the chartered banks have been most friendly and 
it is our hope that we may continue to employ their 
resources to our mutual profit for many years to come. 
Our differences are, we think, honest differences 
of opinion concerning the basic philosophy of the 
chartered banks in relation to their dealings with us. 

Although I have not touched upon some of the 
other principal factors of our brief such as the 
Industrial Development Bank, Finance Charge Disclosure 
et cetera in this opening statement, it should not 
be a ssumed that we do not attach equal weight to 
each of the fields thatwe have covered and we will 


welcome as full a d isScussion on One as on the other. 
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THE CHAIRMAN: Thank you very much, Mr. 
Ranahan, | 

COMMISSIONER LEMAN: Mr. Ranahan, your brief 
contains quite a wealth of information here which I 
am sure will be very useful to the Commission. JI do 
not think we can hope this afternoon in this period 
to‘diecuses ‘all aspects ‘of “it-in' detail; so' I would -like 
to°agk “you ’a “few “queetions that “will notnecessarily 
follow the logical presentation of your material, 
and I hope you do not mind if we roam a-little from’ one 
Sub jeer “Fo the Yother; 

In the summary of your brief you suggest 
at the beginning a classification of financial 
InNfStLVUt Pons, and I am not too clear of exactly what 
the consequences of this classification are in your 
mind. Are you suggesting that the fields of operation 
of thé “three vor four “particular types \of “institution 
you -euggest should be closed or *not overlapped at°all? 
What -is it that you suggest? 

MR. RANAHAN: I think one suggestion we had 
in mind in-that-avrea “is -of a ‘statistical nature 5 .and 
that the various components that make up the total 
of-consumer-credit°as distinct from’ the over-all 
total of instalment credit may be more clearly set forth 
and be more useful to ourselves and our industry and 
others from time to time, and in our brief we have 
laid out a suggested breakdown of the various components 
and how they might be properly described. I think 
maybe that is what I would take you may have in mind 
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COMMISSIONER LEMAN: Well, are you looking 
at this from the competitive standpoint, or from what 
point of.view.do you suggest.such a.classification? 
What would be its consequences? There follows from 
that certain other suggestions you make: For instance, 
when. referring to the chartered banks you. describe 
certain things they have done which._you don't like, 
etc.s,Would you-like.all. the distinctions. between 
the. various kinds,-of institutions to be. by statute 
Limited.to,extremely.clear,lines, of activity without 
any chance, of,.overlapping, .despite.the,fact.that in 
certain,.cages an institution.through its development 
might become.more.efficient..in.a certain. field. than 
another one? 

MR. RANAHAN: Well, ag I mentioned in my 
opening re een Mr. Leman, we were hardly hoping 
to Surround ourselves with any particular protection 
compe titively.,.and,.it really wage not with that view 
in mind, exeept.to the extent some of, these, things 
may; not. be..in, the national interest,. 

COMMISSIONER LEMAN: For instance, I will 
refer :apecif ically: to, your statement, that,.1t, 1s logical 
that banks. should, confine themselves to their short- 
term. loans. and..commercial borrowers. Part ofthat, 
ased wndernsatand.tb, qomes. from the fact, that, you. feel. 
that they get most of their money from demand. loans. 
Are you implying you are really worried about the 
Liquidity position of the banking system? 

MR. RANAHAN: We are wondering if that is 
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at. Presumably at gome date in the past when the 
present reserves were established for the chartered 
banks the figure was set based on some objective of 
liquidity when 8 per cent was set as the primary 
reserve, and ‘at some later date 15 per cent both 
primary and ‘s@condary.” At ‘that tTme “vhe banks “enjoyed 
a-cervain-“riquidity ‘whten may “be tested by the rate of 
pey-down of thetr Foan “receivables. The“teet today 
of -the’pay-down of their Ioan’ receivables might “disclose 
a different liquidity position than existed when 8 
per cent wae set “and; if “so',~perhaps That “ig something 
they can take into account in their own recommendations, 
We do not adtee acceso eo airy [igure:s thar permit Us 
Vorrayrtnar ic sO, buc we uo ralee tie Queeulon that 
if 8 per cent was the logical figure at some date 
We “ene "Dare. rc Te stilt relarlve ly an “000 a2 Ligure 
when such a higher proportion of bank loan receivables 
are ofa “tonger dated maturity. 

COMMISSIONER LEMAN: You have dealt quite 
LoL Oren ievelOpnent OL Une “ldcu cow veore, livte 
moritinge ‘arotner finance "company dealt “on the same” point 
GurEve a iv, Gnd tonic lc tiee Carliler reliance on 
bank credit“for’?finance companies which gradually 
pushed them into the short-term money market, Now 
thie has been done, how do you regard this development - 
aria Cee rreapLe” ore Ol Unde cs prabple Ones 

MR RANAHAN 3 “I am not sure ‘if’ ‘I Tollow you 
Snes oo Wir sewer. 
COMMISSIONER LEMAN: Well, the result of what 


hese “akerr*place Wak ‘cated your” compartiy ‘as? we'll as “other 
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finance companies to go into the market and get their 
money directly ci thes publicofinetead of relying so 
much on the bank. Do you regard this as a good 
development , or do you feel it has been undesirable? 

MR. RANAHAN: Out of every bad: comes a little 
bit of good, and actually there has been some good 
develop out of that, Going back to 1951 I think our 
company was quite prominent in developing the short- 
term money market, and I think that has been a good 
thing in the national interest and a good thing for 
our company. Probably it might not have been done 
at that time; although the logic of it may have brought 
it about later, it might’ not have been done at: that 
time had we not been subject: to cutbaeke in our: bank 
eredit. «That didyvnot rebievecus ofnayvery serious 
problem at the moment. But, over the years the develop- 
ment of a short-term market has been a good thing 
for our company and our industry and; I think, for 
Canada. 

COMMISSIONER LEMAN: In effect, you are glad 
of the result. that has been achieved although you 
depkore igome Tofothe causes of it? 

MR, RANAHAN: Yes. 

COMMISSIONER LEMAN: The fact you have gone 
into the market has caused you to somewhat change you 
capital structure: How do you now regard this capital 
etructure again»from the point of view-ofttefficiency 
and tfremithe potntof view of enabling *yow oto "give ‘the 
béate service toeyour: customere?o Docyou bregard it 


agca etructure which is quite flexible, and which you 
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can manage easily, or do you find it has some rigidities 
that are difficult to get out of? 

MR, RANAHAN: We think our capital structure 
ig very appropriate to the type of business in which 
we are engaged, and it is in that same area we try 
to give some emphasis.in our brief, that having a high 
percentage of equity to total debt and having a high 
percentage of long-term debt to total debt, we are 
ideally situated to deal in long-term receivables, 
dp bwhat we call medium-term receivables, but they are 
long-term, maybe, in comparison with the demand type 
of receivable. We believe that fits this industry 
vodservicesthe highlywepectatized field in a much more 
flexible way than institutions that have to employ 
mostly demand or very short-term money. The pay-down 
ofmreceivables fore 2go3°0r morehyearse in original 
maturity is a fairly slow pay-down, and to properly 
service that type of business we think you must have 
a- good percentage of long-term debt and a high | 
percentage of equity, and our industry has that. 

COMMISSIONER LEMAN: But in talking about 
Flexi balitar dawonla dikestosgoe juet a Little’ turthers 
Do younfindsit’ leceasy for a company’ euch as yours, 
depending on the circumstances of the moment, and 
the availability of credit, the changes in rates: from 
time to time between short, medium and long term money 
exe. do you" Ming yourself able tt q@2 come Ehifts 
that will accommodate your requirements from time to 
time’,-or are there certain’ rigidities®aboutrait —~ 
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to abide by? 

MR. RANAHAN: No, the only rigidity would 
pertain to long-term debt, that having put some long- 
term debt on your books under certain conditions you 
are perhaps locked in with it, but there is flexibility 
in your over-all average in that in most conditions 
you. can bring: about. a reasonable, mixture,.of other types 
of.money with the more rigid longer-term debt. . With 
Gn FOOd., «uns Of, equity. ands a,,go0o0d ~icc, of, ,ong-tearm 
debt..we feel we can safely and goundly employ a 
fubstantial amount of short-term money and bank demand 
credit. We would. not feel it was prudent unles¢g we 
had.that base that. I mentioned. 

COMMISSIONER LEMAN: In Summary, would you 
Say..tn, Miew, of, the, deve,lopments..of .the, last. few, years, 
especially, the, development, of, the, money marker in 
Canada.,,, that. in, your, experlence, you are, able. at 
different times .t.0, get, exactly,,.the. kind of money ,, 
you,want at that time in the amounts you want? 

MR. RANAHAN: I would not say that our 
ability to get the type of money we want when we want 
it is any greater, than, the ability. of. other institutions 
or.commercial.enterprises to get money in the same 
market under..¢he. same conditions... I do. not think 
Our company or our industry enjoys any particular 
benefit under.certain. conditions to.draw.money,,to. it 
except.to.the extent,its, credit rating might, attract 
money in.one direction as compared to the money going 
in another, We do not seem to enjoy any more freedom 


in, getting, money. under.,better circumstances than others, 
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COMMISSIONER LEMAN: I was not suggesting 
it would be easier for you than for anyone else. I 
am asking if it has been satisfactory in your experience 
Your brief suggests in spote there are quite some 
limits on the amounts and various kinds of funds you 
can get at certain times. Another finance company 
suggested this morning if they are willing to pay 
the price they can get pretty well anything they want. 
Do you take the same stand on this, or a different 
stand? 

MR..RANAHAN: We feel there are limits. 
Certainly,. I think that you are limited to keep your 
debt in sound condition, and during periods when 
money 1s. harder to. get. than others I think there are 
some limits, and certainly if the limitations are 
equated with the cost factore and with an eye to 
the fiture there is a very definite limitation as to 
how much money you can take into your inventory under 
certain conditions. 

COMMISSIONER LEMAN: The effect of that is 
to reduce your volume -- or, what is the effect? 

MR. RANAHAN: The effect of that would be 
to reduce our volume, 

COMMISSIONER GIBSON: On this same subject, 
Mr, Ranahnan, your company has had quite an active part 
in the development of the short-term money market in 
this country, and you have had a pretty active part 
in the whole money market. I think the Commiggion, 
following on what you have gaid, would be very interested 


in your views as to how this market works -- to what 
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Terente, Ontaric 
1 degree it hag improved and how it could be improved 
2 further, as to whether you think underwriting practices 
3 are effective and satisfactory? Would you care to 
4 make any comments on the working of the general 
3 money and capital market? 
6 MR. RANAHAN: We have mentioned in our 


7 brief, Mr. Gibson, that we question whether the 

8 chartered banks should be used ag an instrument to 

9 reetrain credit in the sales finance industry when 

10 they are at the same time a competitor in that industry. 
11 COMMISSIONER GIBSON: Yes, I understand 

12 that point “lI was’ really referring to the money market 


13 itself, 


14 MR. RANAHAN:. Well, going beyond that part 
15 of our money that comes from the banke, “Into the other 
16 segments of the market, our own company's experience 


17 has been quite satisfactory in ‘the machinery that 


18 seeme to be’ available to us.’ From time to time we 
19 have felt maybe there’ te not the same breadth or 

20 depth to the Canadian market as there is in more 

1 mature market places sguch as New York and maybe even 


22 theold “country from ‘time to time, “But* we’ have Tio 

23 fuggestion along that line, as our own experience has 
4 been very favourable with the machinery that is 

25 available to us. There have been periods when we have 
6 had to restrain ourselves and we have been limited, 

27 or felt we have been, as to the Supply we could get, 
28 but we have had no quarrel with the avenues available 
29 vo us or any stUggedtion along that Tine. 


30 COMMISSIONER GIBSON: Have you found any part 
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of the capital market broader and more satisfactory 
than other parts? 

MR, RANAHAN: Yes, we have. In our own 
debt structure we have found maybe a little more 
flextbility in the debenture market, 

COMMISSIONER GIBSON: That is long-term? 

MR. RANAHAN;: ‘Long-term, as compared maybe 
to our -long-term,.gecured notes, the difference .being, so 
we are told by our fiscal agentea,).ehat in the case 
of the long-term debentures they are sold very widely 
and to individuale, and may be sold in varying amounts --~- 
small or large amounts -- whereas our secured term 
note type of debt, the long-term end of it, has been 
largely in:san institutional market.,,..and there may be 
times when that might not be age open as others. 

COMMISS LONER MACKINTOSH: Why would that be? 
Why would the institution prefer that? 

MR. RANAHAN: I suppose there might be 
periods when they have other commitments for funds 
or their demands might be very strong in certain 
directions, and there might aleo.be periods in -our 
Smaller market here in Canada when institutions have 
what;-they may think is a high enough percentage of a 
particular industry. 

COMMISSIONER MACKINTOSH: My question was, 
why would they prefer the secured note to the debenture, 
because you say the individual has a preference the 
other way, 

MR. RANAHAN: Well, the individual usually 


is considered the market for debentures as compared 
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to the notes being considered to have a market place 
among the institutions. 

COMMISSIONER BROWN: Isn't this a matter 
of rates -- in your secured note you get a better 
rate? 

MR. RANAHAN: That is right. 

COMMISSIONER BROWN: And the debenture, you 
have to pay a higher rate and it is the higher rate 
thate lgrattinactive,¢o) the individual. 

MR,} RANAHANs «+ Ves,,that.is true... 

COMMISSIONER BROWN: The secured note is 
a higher quality instrument and commands a better place 
in the market. 

MR. RANAHAN: That is true, 

COMMISSIONER BROWN: May I ask one question 
before. we leave this matter of the banks. You, like 
fee banks, are in business to try and put your assets 
to work in the best way that you can and to make 
the. mogt amount of income for your shareholders. Are 
you suggesting the banks should vacate certain portions 
of their market and confine themselves to the short- 
term market? How. do you suggest they employ their 
funds ? 

MR. RANAHAN: Actually, we didn't intend 
to make that as a suggestion in our brief, Mr. Brown, 
butt rather, tearadge,the question if that shift in 
employment of bank funds was having any effect on 
liquidity and; if so, then is the same regerve require - 


ment as valid today as it was when the present reserve 
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COMMISSIONER BROWN: Speaking from memory, 
it seems to me in the period of which you are talking 
general loans of the banks, which are their short-term 
loans that you are talking about, were usually less 
than demand deposits, and at the moment the general 
loans are more than demand deposits. In other words, 
a dotivofistheir savings deposits which formerly fell 
intonthnevcatégory of “béing invested in securities: and 
bonds are now in the loan category. So, at first 
glance it would appear they have now greater liquidity 
than they had pefore, This is speaking from memory 
and I would have to see the statistics. I wondered 
if you had any figures to back up your suggestion 
that it hae worked the other way, 

MR. RANAHAN: I haven't a figure quickly 
to discuss that, 

COMMISSIONER BROWN: That is all right. 

MR, RANAHAN: Except I might make this one 
observation, that in practice, go I believe, savings 
depofits are of a very short-term nature, I think that 
in the pass book there is a 30-day notice, or two 
weeks notice, or something provided for, but that in 
practice if we write a cheque this afternoon on our 
cavings.account.we expechiit.to be honoured; 

COMMISSIONER BROWN: But you were talking 
about historical changes. 

MR, RANAHAN: Yes. 

COMMISSIONER BROWN: My memory is that the 
historical analogy is the reverse of your suggestion. 


I was wondering if you had figures to show otherwise, 
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We can get the figures afterwards, 
MR, RANAHAN: No, I haven't it offhand. 
COMMISSIONER MACKINTOSH: If I could inter- 
ject ‘here * you ‘carr make a 'evatemnent it practice “In 
two quite different ways: If I went to draw on my 
Savings account, the bank rarely asks me to wait 


for 30 days. 
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On the other hand, a very solid percentage 
of banks savings deposits do not vary. In other words, 
while the individual account in practice is a demand 
account, a very large proportion of savings accounts 
are very firmly placed and are not subject to draft 
below a high percentage. We are getting suggestions 
quite at variance to yours. Namely, why do the banks 
With these savings deposits which, in fact, are 
long term; why don't they get into long term financing 
of various sorts, mortgages and all sorts of things. 

COMMISSIONER BROWN: I think that really 
depends on whether someone wants the banks to vacate 
oneor -therr-’Fievlas. 

MR. RANAHAN: There may not be very many 
in a dual position as we are. We are a very heavy 
commercial borrower. I suppose there have been 
times when we would have liked to see the banks 
with a strong liquid position accommodate our 
borrowing. 

THE CHAIRMAN: Is there any question about 
the bank's strong liquid position? 

COMMISSIONER GIBSON: Just as a factual matter 
I would like to add that the 8 per cent liquidity 
requirement does not reduce the liquidity of the 
banks. It means that 8 per cent of their cash 
cannot be used under any circumstances on the 
average during the month. The higher you raise 
that reserve from one point of view, the more you 


reduce liquidity rather than increase it. it is 
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an instrument of monetary control rather than a 
liquidity factor. 

THE CHAIRMAN: Are we concerned here with 
the liquidity of banks? Are we not concerned with 
your position; the liquidity of your type of business 
and what restrictions are there; what sort of invest- 
ments are there that you are endeavouring to hold 
one way or another? I understood this morning that 
there is a statutory provision that would prevent 
you from opening a deposit account. The deposit 
business is not open to you, is that correct? 

MR. RANAHAN: Mr. Chairman, I do not under- 
Stand it quite that way. I believe that under the 
Companies Act that really we can take deposits, but 
if in taking them we were deemed to be in the banking 
business then we would be contravening the Companies 
Act. 

THE CHAIRMAN: I have not looked up this 
particular section of the act and am notfamiliar with 
the exact wording of it, but I gathered this morning 
there was some provision that restricted institutions 
such as yours from getting into the deposit business. 
Apparently that might not be just correct from what 
you say. It may be a little different than that. 

MR. RANAHAN: My recollection from what 
we have been told is that we would have the right to 
take deposits, but in so doing we may be deemed to be 
in the banking business and then we would be contra- 
vening the Companies Act. 


THE CHAIRMAN: That is about the only 
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statutory restriction, to. your portfolio pesition, is 
it not? 

MRO RANAHAN: = idbeldeve do, 

THE CHAIRMAN: So that you could arrange 
your portfolios pretty well as you thought prudent? 

MR. RANAHAN: I think that is right. 

THE CHAIRMAN: There is no cefinite statutory 
reserve requirement of any kind. 

MR. RANAHAN: No, except rightly .or wrongly 
we have felt we served the particular field in which 
we are engaged better by employing not the demand 
type of money which deposit money implies, but rather 
debt with a specific maturity for which we can plan, 
with a high percentage of that debt stretched out well 
into the future. Our business judgment might change. 

THE CHAIRMAN: Yes, but it all depends upon 
your business judgment. You are free to exercise 
your own business judgment without any statutory 
restriction? 

MR. RANAHAN: Yes. 

THE CHAIRMAN: With the possible exception 
of deposit accounts? 

MR. RANAHAN: That is.right. 

THE CHAIRMAN: You are much freer in that 
respect than Ghe, banks as to thelr general, portiolio. 
They have got certain reserve restrictions or 
provisions which they must comply with. Certainly 
all their assets are tied up in securities which are 
non-productive of revenue in any event. 


MR. RANAHAN: Or at varying rates. of 
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revenue. 

COMMISSIONER BROWN: I wonder, Mr. Chairman, 
if we could go back and follow along Mr. Leman's 
line of discussion again, and explore your reaction 
in regard to what happens when monetary policy starts 
to tighten things up. 

MR. RANAHAN: When the evidence is clear 
that money is getting more expensive and in the same 
breath you can usually say getting more scarce we 
take very definite steps to cut our suit according 
to the cloth we think we are going to have. We do 
not think we can afford to overstock in high priced 
inventory which is a matter of business judgment, 
probably. We take very définite steps to try and 
adjust our position to what we think the market or 
money may be in months to come. 

COMMISSIONER BROWN: THLS Mileghe be a’ direct 
leading question, but do you reach out and try Ho get 
as much of the available money that you can if you 
foresee an increased cost? 

MR. RANAHAN: If we can foresee -- if we can - 
far enough ahead to lay in some long term money at 
a rate that ores lower today than a year from 
today, we would of course pursue that course. That 
is a matter of judgment that we are trying to exercise 
ali the time. The times when we may be able to lay 
in some money at a lower rate than what we may get it 
for at some other date are few. inewregpect to rushing 
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change in the motest market, there never seems to be 
any opportunity in that direction. 

In the short term money market the lenders, 
and this applies to the long term market as well, are 
as astute as the borrowers, we find, and they want to 
lend short if money rates are likely to go up. EL. 
money rates are likely to go up, we would like to 
borrow. long, so there is an equalizing factor, and 
we really cannot very well go out and lay ina big 
inventory of funds. So far we have not been able 
£0 00. Chat, 

COMMISSIONER LEMAN: Mr. Ranahan, a few 
minutes ago when we were talking about this same thing 
you said your industry was very sensitive to monetary 
conditions. I should, like to get a more concrete 
view of this sensitivity. Let us make certain 
assumptions, if you will. Let us assume that over 
a period of a year that your average cost of money 
spread over your structure would be about one per 
cent higher than the year before. What would be the 
effect of this on the terms for a two year consumer 
loan for durable goods? What would you have to do 
to that loan .to compensate for that one per cent 
increase in interest rates? 

MR. RANAHAN: Mr. Leman, if J understand 
your question 10.764 .i1f our money costes 2owiD,. eay, 
on the average of one per cent? 

COMMISSIONER LEMAN: Yes. 

MR.,..RANAHAN: .De,.we, and.if so, how do we 


recover it? 
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COMMISSIONER LEMAN: Yes, what happens 
to your typical loan for consumer durable goods, for 
instance? 

MR. RANAHAN: Well, there may be two factors 
involved there. As money costs rise and if that is 
a forerunner, or has been accompanies by a shortage 
in the overall supply, we do take steps, as I mentioned, 
HOw oul Your cloth “accordingly. In other words, we 
do not feel we can keep on doing that great rate of 
business that we forecasted as we might be doing at 
the moment. Now, aS to recovering some of the cost, 
as the higher money costs weigh heavily on our overall 
costs of doing business we do try to make some adjust- 
ments in our balances, These adjustments may take 
different forms, but they are passed along to some of 
tne Users “Li certain classes of businesses, and perhaps 
in all classes of businesses. In respect of any 
receivables outstanding on our books of a retail 
nature, 12, 13, 24, 30 months, nothing can be done 
about the income in twspect to those receivables. 
The only adjustment that. you can make in your 
charges would pertain to new receivables that you 
put on your books from a certain day forward. From 
time to time in the past as there have been substantial 
rises in the cost of. money there have had to be 
adjustments in the charges we make for acquiring those 
retail receivables, or in the charges that we make 
for financing. inventories. 


COMMISSIONER LEMAN: Well, at some points 
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1 in your brief you hint without saying so absolutely 
2 and directly that this consumer loan business is 
3 less sensitive to changes in monetary conditions 
A than for instance commercial loans. I think at 


5 page 49 toward the bottom there you imply this. 
6 You. say, at, thath, point: 


7 MIn comparison to, the, amount of. retail 


consumer instalment paper, cash instalment 
loans, wholesale finance paper and 
industrial retail paper outstanding, 
our leasing capital loan services and 
factoring activities still represent 

a small share of our total earning 
assets. These Jines.,of,,business 
appeared interesting to us some time 
ago, but the generally restrictive 
nature of monetary policy during much 
of the Fifties was a serious inhibiting 


factor," 


You seem to contrast that type of business 
to the consumer loan business implying that the 
consumer loan business is less sensitive to interest 
rate changes. 

What. I would like to get at i8. this. 

Is it volume that is changed? If we talk about 

one per cent, or a 2 per cent increase, in interest 
rates across the board, does it affect your volume 
mostly, or do you pass it on in some way? 


MR. RANAHAN: If I may answer that question, 
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firsveor -all ” respect to the paragraph you were 
just reading from, our reference there to leasing, 
capital loan services and factoring, what we mean 
there, and maybe it is not as well written as it 
Should be, is that some time ago we had in mind 
engaging in those fields of business a8 new lines 
of endeavour. However, because of succeeding 
tight money periods during the mid fifties, and 
even later, we had to postpone entering into these 
new fields. Actually we were not in the leasing 
and factoring business five years ago. We tried 
to bring that point out in paragraph 61 at page 49. 
COMMISSIONER LEMAN: All right, let us 
suppose you did not say so in your brief. I am 
asking you now, are those fields much more sensitive 
to interest rate changes than the consumer loan field? 
MR, RANAHAN: First of all, even in the 
consumer loan field, all sales finance businesses 
are doing business through the dealer. If we 
get into a period where we have to increase our 
charges to the dealer for the purposes of financing 
his inventory, or rather charges for acquiring his 
retail paper, probably simultaneously the banks have 
to increase that dealers borrowing rates from the 
bank and that dealer may have to pass along some of 
this higher cost of doing business, or he may try, 
depending upon his competitive conditions, to pass 
it om to the public. If it costs more to finance 


his inventory, whether it is through the bank or 
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through a sales finance company, theoretically he 
will at least pry to recover the higher cost of 
financing his inventory in his retail sales prices. 
I think from actual experience, while you cannot 
document something like this, I think as those 
costs go up to a retailer of durable goods, he may 
be as successful in passing on a little bit of it. 
I think he tidies up his own housekeeping as perhaps 
maybe everybody does. The cost is expensive and 
therefore he is also absorbing some of this higher 
cost in the way of either bank interest or finance 
company charges. 

COMMISSIONER LEMAN: Well, you would be 
absorbing Some, and he would be absorbing some? 

MR. RANAHAN: The retail dealer may be 
absorbing some and he may be passing along some _ to 
his buyer which would be the consumer. 

COMMISSIONER LEMAN: In your experience 
does your company absorb some of this higher cost? 

MR. RANAHAN: Oh, yes. Actually, in periods 
in the past we have gone along for a while with the 
increase cost on money before we have passed any 
of it along..-No one knows at any givén point the 
duration of the rise in the cost of money. The 
treasury rate fluctuates each week and it is a while 
before it is discernible as to whether it is a firm 
upward movement. 

COMMISSIONER LEMAN: Can you give us an 


idea, Mr. Ranahan, as to what the construction of the 
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spread is SGowear your money costs? You were at 
the beginning of this chain and the consumer is & 
the other end and you have these intermediaries 
Such as dealers. Could you give us some idea 
regarding this spread as to what the consumer pays, 
what you have to pay for the money, how much goes 
to the dealers and how much is for the finance 


company, let us say, in broad percentages? 
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MR. RANAHAN: iIn,.our .briet., Mr...Leman, 
I.think we have set that out probably in just a little 
different form from the way you are putting it but 
we show the percentage of our money costes to our 
income and you will notice how that has varied. 

COMMISSIONER LEMAN: Can you give me a 
reterence here? 

MR. RANAHAN: Yes, page 112, Mr, Leman, 

THE CHAIRMAN: Page 12? 

MR. RANAHAN: Yes, Table V - 15. 

You will notice in the year 1961 that the interest 
paid by us on borrowed funds was 31.9 per cent of 
our income. In the immediate past that had reached 
a. hnich he .year betore of 35.5 nex cent. In gioo7 
it neached 35 pen cent, 

Now, those figures pertain to our consolidated 
operations which include both the sales finance business 
and the personal loans business. Since submitting 
this brief to you I have noted down the figures as 
applicable to the parent company which is the sales 
finance operation only.. . That. might be. interesting 
for you, For 1961 the parent company which reflects 
the sales finance operation interest costs were 36.1 
per cent of the income, The year before, 1960, it 
was 38.9 per cent and if that point proves interesting 
enough we would. be. glad to give you those. figures 
all the way back to 1950, 

| COMMISSIONER LEMAN: But the fact that the 
interest paid by.you for the use of. the funds is 


so much per cent of your gross, income. still does. not 
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explain exactly how the total spread between what 

the consumer pays and what you pay is divided between 
youlandy theedealers,! Thatude whate I'am more interested 
inw 

MR, RANAHAN: Then I may take you back to 
page 36 and there is a,table numbered II - 4 on page 
37. On thatipage,OMry Leman; wechaveitried. to’give 
a broad example of the factore pertaining to the 
new car transaction that go to make up the dealer's 

time sale price, That’ is a varying factor, We cannot 
be any more specific than we have been but we have 
given you a range of the prevailing factors, 

The dealer’ sets his'own' time sale price, 
These on that page are the factors which go to make 
up that time gale price and then on the following 
page, 38A, we have given you again an example of 
our charge to the dealer in purchasing that new car 
transaction from him, 

Now, the difference between thoge two would 
belong to therdealer\:. He has gold the gales finance 
company a time payment transaction which contains a 
certain add-in to cover'‘his cost: and reserve against 
logs for having ‘entered into that time payment sale 
and he turns around and sells that transaction and -he 
sells it -vova”"finaneée ‘company and if he’ has “charged 
more than’ the-finance company has charged the dealer 
getasthe difference ,'© If*he pute *that“document with 
the -bank*as“collateral ‘against "a Yoan“he ; vof “course, 
gets a greater difference because the bank interest 


rate ig lower than the charge we make for buying that 
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contract from the dealer, 

COMMISSIONER LEMAN: Are you telling me 
pobbtelyothentthat if I study these figures carefully 
I will get the answer I want? 

MR. RANAHAN: I do not think you would have 
to study them too hard, Mr, Leman, 

COMMISSIONER LEMAN: Well, actually my 
purpose in asking you the question was a slightly 
different one. What I would like to know is what 
influences the spread from time to time that the 
dealer can get on this business? Has the restrictive 
money policy something to do with it? 

MR, RANAHAN: It would have at certain 
perlods, yee. 

COMMISSIONER LEMAN: And that is the way 
he absorbs part of the higher cost? 

MR. RANAHAN: That is correct. If we have 
increased our charge to him and he does not pass it 
along to the customer then that reduces his income 
from that transaction, 

THE CHAIRMAN: A very large portion of 
your business is motor car business, is it? 

MR, RANAHAN: Yes, Mr. Chairman. 

THE CHAIRMAN: Some time around the years 
1954 or 1955 -- I just forget when -- the sales of 
automobiles declined, if you will recall. Is that 
so, am I right in the years? Some time around there 
there wags quite a decline in the market for automobiles 
in Canada, 


MR, RANAHAN: Yes, I have that here. 
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THE CHAIRMAN: Well, I was just wondering 
whether that decline began before tight money was 
imposed or not? 

MR. RANAHAN: Well, ag I recall, there was 
a decline in total vehicle sales in 1954 as compared 
to 1953. 

THE CHAIRMAN: And ‘it declined further, did 
it, the foPrlowing “year? 

MR. RANAHAN: No, it went back up again 
in 1955 where it exceeded the previous years; it 
exceeded 1953 by a slight margin. 

THE CHAIRMAN: Then, when did the tight 
money begin? 

MR, RANAHAN: The following year 1956 was 
higher again. in the following year 195/ tnere was 
a arop. 

COMMISSIONER MACKINTOSH: At what point, 
the Chairman would like to know, if any, did tight 
money affect thoee figures that you have just quoted? 
When did money begin to tighten up? 

MR, RANAHAN: As I remember 1953 there was 
evidence of tight money about mid-year. I remember 
1956 better and again, as far ag our own company 
wae concerned, we thought we foresaw tighter money 
that year, Ag it Turned out we were right. "in that 
year in the month of May we took very positive steps 
to try to slow down the volume of our business and 
later months showed that our volume did slow down. 

THE CHAIRMAN: Did that volume slow down 


because you had fewer applications or wag it becauge 
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you were not able to finance conveniently as many 
transactions as were asked for? 

MR. RANAHAN: Well, in May 1956, the demand 
for our facilities, Mr. Chairman, the. demand for 
money apparently insall sectors atithatotime, agri 
recall, was very strong. We thought we foresaw a 
period of very expensive money or hard to get money 
and starting in May, 1956, we became more selective 
and we took many other steps to slow down the growth 
that wags taking place at that: time. 

THE CHAIRMAN: In 1956 did the demand for 
automobiles fall? 

MR. RANAHAN: It was not discernible in the 
calendar year 1956 itself. 

THE CHAIRMAN: When did it first become 
discernibie? 

MR. RANAHAN: Well, I think I will have to 
rely on metioryeAneren butTiethink! bywthe endsof that 
year. 


THE CHAIRMAN: You see what I am trying to 


MR. RANAHAN: Yes. 

THE CHAIRMAN: I would like to see how those 
two matters are related, whether the action towards 
tighteningnmoney resulted in the fall of automobile 
sales or whether the fall in automobile: sales happened 
to be coming on its own motion before there was any 
definitecetepa toe thehten money? 


MR, RANAHANs > Oh, there, was) not scarcity or 


high cost of) moneyy through the 1956) period and it is 
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pure conjecture as to what might have happened to 
car gales, Mr, Chairman, TI’ would think they could 
have fallen off a bit anyway. 

THE CHAIRMAN: Because my recollection was 
the automobile industry wae beginning to drag during 
that period but I cannot remember at what date it 
began. 

MR, RANAHAN: My impression is that 1956 
really climaxed a long period of build-up that led 
to the peak sales or ‘that "year. There were the war 
days, confumer ¢redit controls through the‘éarty 
partcor thé 1950's, there was a long time before 
there were enough cars to satisfy the demand that 
wae there . 

THE CHAIRMAN: “So thé” point’ was*being reached 
possibly when the automobile sales would; as-a result 
of natural forces, decline? 

MR, RANAHAN: That could’ well be so. 

THE CHAIRMAN: So that if no action 1ad been 
taken to tighten money automobile salee might have 
declined in any event? 

MR. RANAHAN: Yes, I think probably that 
is right. 

THE CHAIRMAN: Well, that ‘le what “I’am trying 
to ‘determine, 

COMMISSIONER BROWN: I am interested in looking 
at the figures for 1958 and 1959. There is quite a change 
in interest rates between 1958 and 1959. At page 108 
you show that at the end of 1958 you hag $68 million 


in short-term secured notes outstanding at a weighted 
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average interest, rate, of .3.55.) in the: year..that’ your 
weighted average rate wags 6.03 you were up to $141 
million? 

MR. RANAHAN: Yes, 

COMMISSIONER.BROWN;: It would appear that 
tight money-did.not,,preventwyou getting.money in the 
Short-term market at all. You bank loans which are 
on page 106 were down $12 million ag: between thoge 
two years, 

MR. RANAHAN: Yes. 

COMMISSIONER BROWN: But this other is 
up $73. million? 

MR.-RANAHAN;, Yes, I think if you look 
there is maybe, an inereasevin our investment» portfolio 
at the end of 1959 as compared to the end of 1958, 

COMMISSIONER BROWN: Then this brings up 
the point we were trying to get .atrandhthattrguit 
would appear when money gets tight the first move. 
ls to get money, and be ready. to ;gervice: your 
customers , 

MR, RANAHAN;: Well, there was another series 
of events there,.Mr.,,. Brown, that in May, 1959, and 
again later in.1959. the banks restricted theicredit 
lines of the sales.finance companies and whereas the 
unused part of our bank credit line was always felt 
to be our cover for, maturing, short-term*obligations, 
with the possibility. .of;-be ing denied that »protect-ton 
we had to set, up an investment. portfolto so ithat we 
would be able. to use it, if. necessary to takerxcare 


of our maturing obligations.  So,that that increase, 
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as you see it, from around $68 million to $141 million 
does not reflect an increase in that amount of money 
being employed in the receivables which is, of course, 
our business: ‘I'think we have the figure here which 
would show you how much that was, 

COMMISSIONER BROWN: Page 47. 

MR, RANAHAN: At the end of 1958 our 
investment portfolio in round figures was $15 million 
and the next’ year, the one’ you are looking at which 
was $141 million, was $52 million, 

COMMISSIONER BROWN: What was the first 
figure? 

MR. RANAHAN: $15 million against $52 million. 

COMMISSIONER BROWN: And the purpose of this 
inveetment* portfolio? 

MR. RANAHAN: Was to have a cover or a cushion 
or protection against our maturing short-term obligation 
The money we*borrow on the-short-term’ money market 
while; according to ite original term, is 30 days 
to 365 days there ig always some coming due every day 
in quite substantial amounts. We may have anywhere 
from $ 5 million to $10 million a day coming due which, 
tr Tt*tesonot- renewed; ‘must *be paid. “So the purpoge 
of* thts “investment “port forio~in the apserice “or” our 
traditional *bank-tine-wae'eo protect onrselves against 
these maturing short-term obligations, 

COMMISSIONER BROWN: I am afraid I do not 
quite follow because it was the short-term obligations 
that you increased ag well as the investment account. 


The short-term obligations increased from $68 million 


Vie ee 
aay in ‘ 


Pape leh 


ee | Pons 
Si 


ottm PAL a oot not Lf tm Bag: oe ee 


- yerron. Yo tavoms Isdt at sasetont aS paket 


‘z .92%woo to .el doldw aeldsvieser ony at jules 
 dotdw ented siugit odd ovat Bw. okie ee Baont end "uO. ke 
I Li veh ole dow Sede due Wee Wee wode bluow te 
| yao eed — : MWORED asmoteermMoo’ 8 lo : 
| 0 BARE AG bere’ od! 3A. |: MARAMARE 2 eh Ie : 
i xotiiin fle aeweeerugtt pavor mi oflLottrog Hiket asda? iP 
j doftdw js gnivdool srs voy eno edt .xsey txed odt bas i ‘ 
it 
, | |  MOLlitn Sag esw .notlitm £454 esw on os 
taxi edt esw tedW :MWORG ASMOTSSrMMOD | 1 ; 
| etusr? as 
| aot LLtm See tanisss mOlf[iim cf@ +:WMAHAMAH LAM oe 
| sted to -ss80d%ug oft boA . >UWOREA AEWOI 2SlMMod A 
is iS hoes ! tier Sotfotdnog tems aval ia 
| Motduno 6: TO AevVoOo! B event ot Baw ‘MAHAMAR . 7M | ae 
bl pat Fear iae mitted a dbo clt aniiutsm ive santsess noftostoug mi “ 
Jones yorom mret-droda oft nd wotrod ew (anon dT aC 
| eysb Of ef .mtet (Bafgttd sit ot satprddes . efidw ie 
‘Usb YIeVe sub guimoo smog ayswis al etedi eysb @df of 4 
| etadugna evar yan oW> .atnvomés Latinstedve etiup al a 
dont aub onimoo vsh 6 noffltm OLP of norlitn ay mort} 
sroqung edd 02» -plsd ‘sd Jeum . bewensy ton et tt ae | ie 


YO. lo: soneeds: ect) ab olLoti tog tnemtzeval etdt to 
 vaoisgs gevilesino Jeetorg: oF eitdw enti vas Fenolitps tt 
| .anotisatidoe mret-trode gatiutsm eaendt 
Jon Ob I bisyte’ ms TI ‘SMMORE AEMOT2EIMMOD : 
_ Bsolieatigo myot-tyeds sit ssw +i saus05d woLlLot% asfup ‘ 
yy tii dnomtesval sit 2s ifew as pessetont | yoy edt Tost 


> 
‘ » 


seit m263-dxode edt 


Nethercut & Young = 1740 - 


Toronto, Ontaric 


to $141 million and next year another $5 million, 
The point is that this was at a period of very high 
interest rate, 

MR, RANAHAN: : think you will find an 
increase at the game time, Mr. Brown, in our long-term 
obligations. 

THE CHAIRMAN: On page 104, is that the 
one, the debenture issues? 

MR. RANAHAN: Yes, 

COMMISSIONER BROWN: The non-maturing 
increased $9 million, What I am trying to get at, 

Mr, Ranahan, is at this time of expensive money you 
increased your short-term notes outstanding, in other 
words, when money got tight you borrowed a lot more 
money and I am trying to find out why you borrowed 
that money unless it was to have it available to lend 
out? 

MR. RANAHAN: Well, I should also add perhaps 
there, Mr, Brown, that duxine that period of 1959 the 
volume of our businese coming in was quite etrong,. 
So-that we were not just buliding this supply of money 
up, to create this investment portfolio for the future, 
We were generating funds to provide ourselves with 
a reserve against maturing obligations but there was 
an increasing amount coming into our receivables foo, 

COMMISSIONER BROWN: That is the point I 
wanted. 

MR. RANAHAN: At the end of 1959 our 
receivables in the parent company only were $418 


million against $380 million at the year end before. 


a nr eS 


~ : 
wen MOLL a4 torltons 289% dae bos more tm ca 


4a : gid yey to bot req. 8 ta BSW etdt tect at haat 


“ vag, ra 8tSe, deersint — ft ae 


a7 


q 7 as batt {ftw woy Aaidd I s;MARAMAR a if 
ey "uo mt LOWO"E .M emtt omss odd 38 sassront ie 
sy ptt tagt tdo Ay 
edi tad at .#fOf emseq a0 tMAMALAHO GHT | I 

Teeusel emutnedsh eds . sao ls | a 

ae .29Y :MAHAMAR «fi lo i 

gairvtsm-non edT sHWOHE. ARMOTSaIMMOD ror a a 
.78 deg of agniyrt ms L. tedW MoLlitm ee bsesetont lat 
NOY Casom eviacegxs to mas Sidd +8 ef .asdsash ,1M le 
Rene nf ..gnlbanestsigo.astom mTSt-I rode TUOY hbesseront let 
Bb s1om Jol s bewoxred voy tdgi? tog yenom nedw . SDTOW das 
| Hswotted voy yw tuo batt of gaigid ms I. bos yenom ley 
i poel of eldslisve 3 eved of asw of. saetnu yerom isdi la 
Be ils aes | sg tuo ms 
i ea bbs ols bilyodsa I .ffLeW sWAHAMAA . AM ml 
sd Odell to polisq tedd antuyb. tedd. .aword. . 1M ened? a 
-gnorse sitlup asw al. animoo eaeentaud 1v0o to smyLoy m 
yeaon to aie atds antbiiud taut tom, erew ow. tsdt o& i 
sONHTUT ods "O% offlotitog tnemtseval atdt sisero od gi mt 
diiw 8evLlearmo sbivorg. of abaw? gotisrenes thas Sale lec 

eredd tud anolisgildo, griuudsm tent sas svreser s I 

2eidsvisosex two, ojnat antmos tawoms. snfassioni as i 


tatog edt af, tsdT. . sMWOHE, ASMOI cerMMoo | 
. betinsw 
ivO CceLl to, bas..sdj. JA -g;WAHAWAR, .AM) . wh 


GLkE orsw yfno yrsquos taetsq edt nt seldsvieos1 


Nethercut &é Young eo L741 ag 


Terente i Ontario 


COMMISSIONER BROWN: That is the point we 


were trying to get at and that was that in times of 
tight money you were apparently able to go ahead and 
expand a ceuta and therefore you were not restricted 
by the tight money policy. 

THE CHAIRMAN: Not only on short-term notes 
but the same thing ~also. applies to the debentures, 
doesnt it? 

MR. RANAHAN: Yes, the debentures are up 
Too, 

THE CHAIRMAN: Up until 1957 the average 
ran around $5 million per year and then it suddenly 
went up to $12 million, then went down to $ 5 million 
and $ 6 million. Well, in 1957 it was $12 million 
plus $5 million and then in 1958 $6 million and then 
from then on it is $10 million a year, 

MR. RANAHAN: Yes, 

THE CHAIRMAN: Which shows a great increase 
over the former years and your short-term notes also 
increased during that period all the way from 1956 to 
1961 with a drop in 1958. So. the total has increased 


Substantially. 
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t MR, RANAHAN: 
I did not perhaps answer Mr. Brown's point completely 


if 


Iam afraid, Mr. 


asx to the extent we might- have felt the monetary 


restraint through 1959. 
Chairman, because ‘I think that there may 


5 Mr , 
be gome question -=- public, anyway -- that in these 
seem to affect us 


of restraint it does not 
Brown's 


periods 
I would like to answer Mr, 


om oe 


ag much ag others, 
From the end of 1958 to the end of 1959 


in the sales finance companies 


point there, 
inventory 


thec total outstandings 
and that includes wholesale financing, which is 


financing, and retail financing -- changed from $1 billio 
Now, at the same time, Mr. 


216 tor$lbiltlion 346, 
Brown, the bank general loans changed from $4 billion 


138 to $4 billion 701, At the same time the retail 
consumer portion of the sales finance companies changed 
from $768 million to $806, The bank personal loan 


eection changed whrome553 ivo °719, 
lexieplaayhe > diff ied] t tovedy whether it 


waenres tra but vor. lcompetiition which ‘eaused the lower 
bulge in our industry as compared with the banks, but 
the fact does remain that the bulge among the banks 


was.cmuch ‘greater ethan the bulge among the gales finance 


industry. 
Short Recess. 

COMMISSIONER LEMAN: Mr, Ranahan, during 
vecess. I thought,a little more about..the spreads 


the division of the spreads on consumer goods financing, 


the 
and 
and I was not able to quite arrive at a clear answer 

to <Learn 2bouma end thateLa; what 


to what I was anxious 
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percentage of the rate that the consumer pays goes 
to the,.dealer, and does it vary very much it, and 
lsel tectipaloak of ene particular, fleld.of durable 
goods financing; Like automabiles, or is it spread 
pretty well,,over the. .whole range? 

MR... RBANAHANs ., Jt..pertains principally to 
the, .automebibe..type,.of.business,.Mr. Leman, but it 
Le 4n0%7¢0nhiLaed 60, lin slLwillutry to give you.a 
couple of examples so that you won't have to worry 
BOO. wWuUOh.aboututhe. tables, In .the book, 1, gee -on 
PasGoek We-beveucivens you a range in the cost on.a 
24-~mnonth basis, whereas we have given you a range 
on,,our, charge to the. dealer on a le-month basis. 
S0,),7.willd.deal only with the 12-month basis for the 
purpose of, the example. 

Tjadkeor mentioned, ¢carlier, that. the dealer 
eet c,hiss own, time.and sate srice. We make a charge 
to the. dealer.when, we,.,buy the..contract from him. 

A typical example on a new car transaction at the low 
range of prevadwkbhing..add-ons .to .create a time gale 
price, the low range is charged at about $6.40 

perm hundred Gorm le months. .That, ig .the built-in 
facttiem to, ereate, .the,.time ale price. That. is the 
charge the..dealer makes... We .would purchase that at 
5.8, which means the dealer's retained. portion of 
this time gale price would be .6 of the amount 
financed . 

COMMISSIONER. LEMAN: That seemg to be about 
bOe pe naeeenka=-n5a ddttle-+bit,tese.than, 10.,per cent of 


the totalyehaxge? 
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MR, RANAHAN: Yes. Where a higher time 
sale price factor may be used, and about the top of 
the range, it will $9 a hundred for 12 months. I 
might say, Mr. Leman, that I think about 60 per cent 
or better of the paper that we buy contains an 
add-in factor at the low range. But at the high 
range of $9 for a hundred we would buy that for just 
a little under $7 a hundred for 12 months which means 
that cGhe’ dealer "s -reta’ined porttitor of that’ charge ‘ls 
about 2 per cent -- $2 a hundred -- the difference 
between those two factors, 

COMMISSIONER LEMAN: So that works out from 
about the imple to the double, going from low range 
to high range? 

MR. RANAHAN: Yes; that ig on a new car, 

COMMISSIONER LEMAN: Ie it, in your opinion-- 
and perhaps you don't know this for a fact -- but is 
it’'your’ opinion that- this is’ fairly standard with all 
finance companies? 

MR. RANAHAN: Within those two ranges, Mr, 
Leman, I’would say’ that is pretty standard. I doubt 
lfyou will- find’ time sale prices being created at 
factors much lower than the one I have quoted you, and 
I“doubt” véery~ much ify you would find any higher than 
tre-nigner’“one=s-auoteq you, T° think’ these wWo ranges 
would’ €mbrace~all*’the~business. 

COMMISSIONER LEMAN: Is this pattern fairly 
Steady during’ tight money’ periods ae well-ags easier 
money periodg, or does it vary with that factor? 


MR. RANAHAN: Yes, it would vary. The price 
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at which we would woy theau paper during a perrogd of 
very expensive money would be higher than during a 
period when the cost of money is very low. 

COMMISSIONER LEMAN: Do the dealers shop 
around on the basis of this spread? 

MR, RANAHAN: It is a very competitive businesg, 
I think we mentioned in our brief -- I am not sure, Mr, 
Leman-- that there are 179 sales finance companies in 
Canada and we feel that is quite a big number servicing 
the total amount of business that is available, We 
believe it ig very competitive, and of course the sales 
finance industry in turn, and the dealers with whom 
we do business, are competing against other sources 
of money’ too;°which adds to its competitiveness. A 
high percentage -~ 60 some odd, maybe -- of the time 
sales finance buginegse is in the automotive field, 
and-I“deubt-if there-is*a-businese that is any more 
competitive than that. In most market areas in Canada 
a person can go to two or more places to buy exactly 
the “same car -- exactly the same car, So that a 
difference of $1 or $5 or $15 determines at which 
place: “he “1s golng *to°buy ‘the “car; because it is exactly 
the same vehicle -- the same colour and everything else - 
and there is usually a trade-in which creates competitive 
ness, in that. trade ..50, the .cash .ale. price, jahe 
trade-in, the time gale price become very competitive 
factors in the retail automobile trade. 

COMMISSIONER LEMAN: When the chartered 
banks went into consumer loans did that have an 


influence onthis factor we are now talking about? 
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MR. RANAHAN: Yes, it has some influence 
in.that,.at,,the.outgset as the.chartered banks went 
into that field aggressively they advertised 36-month 
terme.. In the.sales finance industry and among the 
automobile dealers and other, dealers we do Uae 
with we had not been advocating 36-month terme. 

Ag a matter of fact, we had never provided automobile 
dealers with the facilities with which to complete 

a 36-month transaction in the way of charges, and so 
on... As the banks moved aggresgively into the field 
and advertised aggressively the 36 months, and the 
dealer, anxioug to.accommodate his customer to the 
Same extent as the customer might get accommodation 
Somewhere else, moved. out _into longer.terms, and in 
moving out into longer terms there was a demand -- 
and a justif£fied,one,,.J think,.Mr. Leman -- for the 
dealer to get..a.larger spread between hie time sale 
price and his eost of .financing that contract. His 
risk was greater and he was, putting his customer out 
into, the, market for, future business over ,.a.longer 
period. I think he was.entitled to.a somewhat higher 
charge as the. term, got.longer. So, there was that 
influence and preseure on that aspect of it because 


of the competition.arising, out of longer, terme. 
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COMMISSIONER LEMAN: I notice on page 47 
that the outstandinge in latter years shown in the 
table tend to exceed the annual amount of loans whereas 
it uged to be the other way around; you see. Is that 
an tllustration of the lengthening of terms? 

MR, RANAHAN: I am sorry, I missed the 
beginning of your point there, Mr, Leman, That is 
table IV - 3 on page 47? 

COMMISSIONER LEMAN: That is right. You 
Show in all cases the volume of paper purchased and 
the end of year balanceg. You see toward the end 
of the period you deal with that the balances exceed 
the amount of paper purchaged whereas at the beginning 
the volume per year was larger than the year end balanceg|, 
Is that+a reflection of the lengthening of the terms? 

MR, RANAHAN: Exactly. 

COMMISSIONER LEMAN:. Wags it brought about 
by what you just mentioned? 

MR, RANAHAN: I think what I just mentioned 
may be the strongest common denominator influencing 
thatctrend2, It ‘seemed itoodate pretty well from that 
Cimesy Tomightdguatysifolheam putmmyrhands oneit, 
give you --- 

COMMISSIONER LEMAN: I will put my question 
hnea-morepgeneral form tosgetatoothe®* pointmiuwantuto 
make rather than ask you this particular question on 
a matter which does not have too great an importance. 

Do the competitive factors between finance 
companies work more on the question of the interest 


rate charged or does it have a tendency to pervade 
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into grantingy longer termg and lower down-payments? 
What are the main factors of competition when you look 
to the consumer and when competition is more intense? 

MR. RANAHAN: You mean between the finance 
company and the dealer or between the dealer and the 
consumer? 

Finance companies compete among themselves 
fdretiofnalile tongetuthesdeade net accountiay The; business 
that we get igs all generated through the automobile 
dealer, using him agian example. He is our prime 
customer and that is where we start to get our 
business from, So, in competition with other sales 
finance companies -- we compete to get that automobile 
dealer's business. Like everything else: the cost 
factor tothe dealer of doing: bueinees with one finance 
company as compared to another is a very paramount 
factor in ‘his judgment as to which is the better company 
Co "seitevei tis Cinteresite Stelherer are sot hex ht mings jthat 
enter into the over-all finance company arrangement 
With.“a Cdedlew; dolte: poblotes:, the: proximity roof abte 
branch organization and gome of the other things that 
we may do for dealers to help them promote their 
business as well as certain protective features that 
we give them, and quite a number that are put into an 
over-all package. The cost factor is paramount but 
it is equated I think and judged against all these other 
things that go into’ it, 

COMMISSIONER LEMAN: So that your responsive= 
ness to monetary changes has to work through some other 


intermediaries that may not have the same incentives to 
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regpond that you havey” Thav pute another etep in 
between the consumer and the authorities, does it not, 
in the effectiveness of monetary policy? 

MR,RANAHAN: Yes. 

COMMISSIONER LEMAN: So presumably dealers 
would think of other factors like a large finance 
company; the amount of funds they can make available 
fom-financiing, «consumer gales, ,etca; rellabliity ,of 
that finance company, and they must take these things 
into account. So, what I am driving at is this, Would 
yowstay,.bt ‘is the interest ‘rate to the consumer that 
will respond.the most according to tightness .or easiness 
of,money; or will.it get, into all.kinds of other factors 
like length of term and the amount of down-payment 
allowed and that sort of thing? 

MR. RANAHAN: I think first of all Mr.Leman 
ag.~far.ag oumpindustmy is concerned,-theve.)ls,.a response 
to, monetary conditions starting first with ourselves 
and secondly with the dealer. I think the dealer, 
as his cost. of doing business with us goes up, .and as 
hie cost of doing business with his bank goes up, he 
takes inventory of the diffexent things, that he maybe 
sShould,-do ;to,adjusthis, business:-accordingly. He may 
start to trade, more conservatively .which \ls another 
way. perhaps of raising his prices... Hig -own credit 
thinking undergoes a change. He may become more 
conservative, credit.-wise ,both,.in .respect,.to his open 
account. and hig instalment credit. I think over a period 
of: «not «tom long, a-time,.that,.has -the, effect of, reaching 


the consumer and results in him doing somewhat less 
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business. 

Now,°the’ mere’ existence’ of just a change 
Mm tinance cnarges” in’ itself I’ do not think if a 
G@terrvine tactur,. 2. Levaia the oOlher things "that 
gorwren St. we may cry, anda-thée dealers are usually 
pretty co-operative in these instances, to handle 
less paper at 24 months than we were and more at 18, 
less at 18 and more at 12. Now, as the dealer responds 
to that that ™tendas to snrink His market, Hie market 
instead of being 100 becomes 97 or 98, or something 
like that. 

Tirat procece doer go on. TO the extent 
that 1957 car sales were less than 1956 it ig hard 
to measure what portion that decrease was really due 
to all the things that were done, and many things were 
done credit-wise, and what might have happened anyway. 
But, oy ‘a ietronge sense” of feel,’ I ‘would think gome 
portion: of the’ decreage’ “in car Salee in 1957 as compared 
to 1956 were due to the credit steps that were taken 
through our ‘tinduetry *first’°and’ the’ dealer eecond. 

COMMISSIONER LEMAN: Unless the other 
Commissioners want to ask more questions on this point 
should take to“charige the" subject. 

COMMISSIONER GIBSON: I would like to make 
one comment. Mr. Ranahan, this may sound like a rather 
odd question’ forme to ask, but were you not a bit 
inhibited in tightening up your requirements particularly 
in“th?e*tLatter™ pertod because’ of “the more competit ive 
situation? Did you not have a structural change going 


On with new competition which to a degree prevented the 
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usual responses such as higher charges, making the 
requirement tighter than they might otherwise have 
been? You intimated thig in certain respects, 

MR. RANAHAN: Yee. That created an entirely 
new and greater problem in 1959, Mr. Gibson, than what 
we had to encounter in 1956. Simultaneously with 
the efforts that were put into motion in 1959 to cut 
down on the volume that we might otherwise have done, 
gome of the banks announced their own plans in the 
congumer lending field and we did have to soft-peddle 
some of the things we had already undertaken to do, 

COMMISSIONER GIBSON: This was not so at 
least to anything like the same degree in 1956, I take 
10? 

MR, RANAHAN: No, that is right. 

COMMISSIONER GIBSON: Your response in 1956 
wag perhaps what one might describe more normal or 
natural in those circumstances? 

MR, RANAHAN: Yes, 

COMMISSIONER GIBSON: Would you care to give 
us a brief description of just how you responded in 
1956? What did you tell your managers and dealers 
and go on; wiand what kind of instructions went out? 

MR. RANAHAN: Mr. Gibson, in 1956 as I 
mentioned earlier I think we anticipated, fortunately 
perhaps, quite a lot of what was to come and it did 
eventually come, and starting in May or perhaps even 
in April we sent out some directives to our branches 
in the way of lettere portraying what we thought was 


coming and suggesting a higher degree of selectivity. 
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That was followed up@“very quickly ‘with @ series of 
actual meetings with our managers in May, 1956. 

We had maybe 7, 8 or 9 regional meetings across the 
country to which we brought all our branch managers 
and explained to them that money costs were going up 
and it looked ag though money wag going to be very 
scarce, and we outlined a programme that we wanted 
them ‘to follow,’ Ag ‘the’ year progressed we intensified 
what we had started in April and May. 

COMMISSIONER GIBSON: Would that programme 
include an ‘increase’ in charges? 

MR. RANAHAN: Yes, an increage in charge, 

a stricter adherence to down-paymente and a determined 
@Prert’tovreduce’ the length of the average contract; 
apPaster+turnover of certain funde that might have 

been jJuRt areeitcre’ piv slows scréeater adnerence’ co 

the ground *rulee“in respect’ to inventory’ financing, 

and “practicalty°allrof the thitige ‘that go Into making 
up our day-to-day business. We made a very determined 
effort to cut’down “the length of the’ term of the average 
contract, because longer “terms aré great users of money. 
We realized that that may be the best way to cut down 
on’ the ue’. 

After looking at the Bank of Canada summary 
in Ingstalment Sales Finance Companies Outstanding you 
may feel that there wae no regponse to this effort 
that was put forward, but actually if you look at the 
purchases “of the sdles’ finance compani@ée you will see 
the result, I know in respect to our own company before 


1957 was out, or 1956 -- I think December -- we started 
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to buy less paper than the corresponding months of 
the year before, Ag a result of the things that we 
did we went through 12 consecutive months when we 
bought less paper than the corresponding months of 
the year before. It did not reflect in our outstanding 
receivables until late in 1957/7 except for the geasonal 
decline that always takes place in January and 
February. By the end of 1957 our outstanding receivables 
were below those of 1956, but by June of 1957 they 
were higher. 

COMMISSIONER GIBSON: Thank you very much 
Mr. Ranahan. iI wonder if you could give ug copies 
of communications that you sent out in 1956. Would 
thiscbetconventent?n (Itiwouldabe ofpinterestefrom this 
point of view, 

MR, RANAHAN: Mr. Gibson we would be glad 
to dovso if we are given the opportunity of editing 
those communications. We would be glad to send them 
telyous 

COMMISSIONER GIBSON: Thank you very much. 

COMMISSIONER LEMAN: You would want to take 
out the strong language, 

COMMISSIONER BROWN: He just wants to take 
out the attachment of blame, 

MR, RANAHAN: We want to make a good 
impression, 

COMMISSIONER LEMAN: Mr. Ranahan, there is 
one thing here that you want to do to credit unions 
which nobody else has suggested yet. You talk about 


their tax status, and quite a few others have talked 
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about them too, but on page 6 of the summary to your 
brief you get into a completely different realm of 
medicine that you propose. 

Credit unions were formed originally and 
primarily to make credit in small amounts available 
to people who could not get credit through normal 
channels. I think if you go way back that would be 
at the gource of their birth, What you are suggesting 
here in the way of restrictions on their activittes 
would change their nature completely, would it not? 

MR. RANAHAN: Yes. 

COMMISSIONER LEMAN: Are you directing your 
critiotlem’ of ‘the: way they operate’ To all’ of them or 
some of them geographically; ‘all types of credit 
unions, or’ is “Lt” general? 

MR. RANAHAN: I do not know that we have 
quite enough information to answer that, Mr. Leman. 
Probably out’ of the great number’ that exist there ~ 
could well be some that are still operating according 
to their original concept, but our impression is that 
on the '‘other hand there’ are a preat many that are not, 
and that’ have’ assumed the size and activity of commercial 
enterprises. Also the statistics taken from the Bank 
of Canada Survey do not show of course the lows and 
the highs of the reserve positions and so on. All we 
have, 1@ the national average. .I belleve if. the 
Quebec credit unions are taken out of that Bank of 
Canada total you might find that the remaining reserve 
positions are quite low; considerably lower than the 


national average, 
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COMMISSIONER LEMAN: Well, of course, after 


the papers are presented to thie Commission about 
credit unions, as well as the others, you probably 
will have more information about credit unions in 
Canada, but’ do!you'not think that if the credit unions 
were restricted as you suggest here that there would 
be no more reason for their existence except in that 
vary, very narrow field of encouraging thrift? Do 
you not think that there might still be areas where 
credit..unions, are performing, a -useful function by 
making credit in small amounts available to members? 
MR. RANAHAN: Yes, Mr. Leman, I agree with you. 
I think in addition to what we have said in our brief, 
and perhaps we should add, that there might still be 
a function there that they should perform by way of 
mutual aid. I think we have given full emphasis to 
their worthiness as .encouragera of thrift... It might 
Safeguard the savings that are trusted to them under 
the heading of thrift. .J think .@2 a,small parochial 
self-aid organization perhaps there would be many 
instances of worthiness in,.the lending of money to 


their members. 
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COMMISSIONER BROWN: Their loss ratio 
seems to run province by province about .15 of one 
per cent and seems to fall in line with other credit 
organizations. 

MR. RANAHAN: Yes. 

COMMISSIONER BROWN: I am not sure that 
making a move such as you suggest does not make 
their liquidity less than it is at the moment. 

MR. RANAHAN: We might even expect their 
loss ratio to be better than is indicated because 
of the feature that they make of being so close to 
their members. 

COMMISSIONER BROWN: Then why do you want 
to do this to them? 

MR. RANAHAN: Well, thinking of it in 
two aspects, in there there are $800 million odd 
(I may be wrong in that figure) representing the 
savings of many hundreds of thousands of individuals. 
Now, those savings might be well safeguarded, we do 

not know, but we think that that is the responsibility 
of someone to make sure that they are. In the 

case of -a company like our own, Mr. Brown, if we 

put out a $5 million secured note this afternoon 

taken up by an institution that are professional 

in their ability to invest, they are very sophisticated 
in their ability to invest, we have to go to a great 
deal of expense to disclose our financial position. 

We have legal expenses, we have prospectuses, and 

all these things. 


Now, it seems to me that where we are borrowing 
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from orcas lenders we have to go through more 
to safeguard those lenders than maybe the credit 
unions do in dealing with the individuals' savings 
and yet they are a competitor. So as a competitor 
we are required to spend more money to protect our 
source of borrowing than apparently they do. 


COMMISSIONER BROWN: This is because the 


lender requires you to. 

MR. RANAHAN: The Companies Act, I think 
requires us to, and whatever other eee pertain 
to the issuing of securities. 

THE CHAIRMAN: And the issue of the 
securities -- yes, on your bonds and debentures. 

MR. RANAHAN: Yes. 

THE CHAIRMAN: Well then, you buy all sorts 
of other securities, though, without having to go 
through all that. 

MR. RANAHAN: I was thinking only, Mr, 
Chairman, of money that: w borrow. We go through 
a great deal - - 

THE CHAIRMAN: But you issue short term 
notes of one kind and another. 

MR. RANAHAN: And we go through the same 
procedure. We issue prospectuses at considerable 
cost and they are sold by licensed investment people. 

COMMISSIONER BROWN: Is this a purely 
a beet suggestion that the public should be 


protected? 


MR. RANAHAN: Well, I think it would tend 
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to put one segment of the financial community more 
on a par with other segments of the financial community. 
That may be desirable. 
COMMISSIONER BROWN: Would there not be other 
ways of achieving this same object? 
MR. RANAHAN:.. Yes, there might be, Mr. 
Brown. That was one that occurred to us because 
it..is close to what other finance institutions are 
required to do with the funds that are entrusted 
to them. For example, I believe that moneys deposited 
With trust companies can be put out only on a certain 
prescribed basis and that moneys that you put in an 
insurance. company can. only pe put out on a certain 
prescribed basis. So the suggestion we made seemed 
to us to be the one about the closest to what we now 
demand from a trust company, an insurance company, 
a bank or company like our own, especially when that 
amount is so important and so many people are involved. 
COMMISSIONER MACKINTOSH: Don't you think 
little people ought to be able to take advantage of 
being little? They get most of their money by 
shares, the acceptance of deposits, they do some 
borrowing at various times from the chartered banks 
and they borrow amongst themselves. I take it if 
they borrow from the chartered banks they have to 
observe the same requirements as any other borrower. 
They have developed certain short cuts and cheaper 
ways because they do alot of voluntary labour and 
most of them, not all of them buta great many of them 
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are known personally to them. 
MR. RANAHAN: Dry Mackintosh, I think your 

description there fits admirably the concept we have 
of what a credit union is supposed to be. Bus from 
the evidence that we have and from studying their 
Operations to some extent they no longer generally 
fic thac’ ctescripcion. They now embrace a great 
many people into a so-called single membership. ay 
believe it was in the brief that was submitted to 
this Commission in Saskatchewan where, if I recall 
correctly, and if my arithmetic is right, the average 
membership per union was about 590 and that seems in 
a sparsely populated province a great membership for 
a so-called parochial group that know each other 
intimately and that are banded together for self help. 

COMMISSIONER MACKINTOSH: My recollection 
is they think 100 is the minimum they can operate 
with so their average will be above that, but I think 
some of the things you are saying apply to a number 
of the large city credit unions where in effect the 
population” “of “at “least “a certain part of the city 
is at least eligibile for membership. TI would have 
to look up the facts and figures to see how big 
a fraction this was. 

COMMISSIONER BROWN: It was quite considerable 
in Saskatchewan. There was one large one in Saskatoon 
and another one in Regina which puts your average 
a way out of line, so while your remarks are probably 


applicable to some of those such age the one in the 
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city of Vancouver which anyone can join I am not 
sure that could be generally applied. 

MR. RANAHAN: I intended to say that, maybe 
I did, in my opening remarks, I am sure there are 
many hundreds of credit unions that will answer the 
description that applies to the original philosophy 
under which they were organized. In that capacity 
I think they serve a well worthwhile purpose. 

COMMISSIONER LEMAN: Can we talk now a 
little bit, Mr. Ranahan, about that thorny question 
of oe of fimance charges. Your ideas on 
this subject are fairly similar to some other 
ideas we have heard. What I’am groping for is this: 
don't you think that there would be a way to set 
a formula under which by using certain standards 
the finance charges could be expressed in the form 
of an interest rate providing the formula was clearly 
stated perhaps by statute? 

MR. RANAHAN: Mr. Leman, I hope you do not 
think my answer to that is prejudiced, but having 
been in this business for many years and working in it 
at quite a few different levels I really do not see 
how that is practical. I differentiate between the 
merchant selling something on time and perhaps 
somebody lending money. As far as we are concerned in 
Industrial Acceptance we are engaged in time sale 
financing which is buying these time sale transactions 
from merchants and dealers. 

I had the opportunity to spend quite a bit 


of time on this subject in 1953 and 1954 with the Albert 
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government. They undertook at that time a Bill, or 
at least a proposed Bill which called for disclosure 
of finance charges at an equivalent rate per annum 
and along with some others in our industry I spent 
quite a bit of time in Edmonton and we appeared before 
the House committee which was really a committee of 
the entire House and discussed that subject. 

Now, rightly or wrongly, it was considered 
by them impractical to do what they had set out to 
originally do. But their main aim was disclosure, 
clear disclosure that the newest immigrant into 
Canada could understand. That is what they wanted 
to set out and we were 100 per cent for that objective. 
As a result of all these discussions they did bring 
out a bill which gave the alternative and particularly 
then everybody complying with the bill did give 
full dollarodisclosure. Now, we advocate strongly 
Full dollar disclosure because it is something that 
everybody understands. 

In Senator Kroll's argument to the Senate 
on the subjectj: Ii think itiwas dnothis case (I may 
be quoting wrongly) but it came up on this argument, 
the case of a battery being sold for $20 and being 
financed in semi-monthly payments over three months 
or something and the charge was $2 and that that 
was 60 per cent, and therefore should be disclosed. 
Actually, it was more than 60 per cent, if you work 
out the Pight ‘aniithmelbic orm te,bebuw he laikmsyskt 
was 60 per'cent. 


Now; telling the buyer of that battery that 
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thabos2hwatec0e per cent. was not contributing, in our 
Opinion, anything to his welfare. It contributed 
nothinghto his-ability to shop well, because he knew 
that that battery then was going to cost him $22 over 
that)period of time, or $20 caBh and he was in a 
position to go from. service station to service 
station or from garage to garage and find out how 
much for a ten plate battery and he would get quoted 
$20, $21 or $24, he could make his comparisons and 
buy where he thought he was buying to the best 
advantage. There could be absolutely no subterfuge, 
there could be no distortion, there could be no 
misunderstanding in a full dollar disclosure. We 
advocate full idollar disclosure strongly. We think 


to try and putritvany other way will not serve a 


o 


useful purpose and from a practical standpoint w 
really do not see how it could be worked. 
COMMISSTONER LEMAN: But. thei toval dollar 
approach also has some weaknesses too, You’ ehoose 
the example of the battery with the $2 charge, and 
certainly, according to your argument, I will go 
along with youtocaol) certainextent® that’ a $60 
rate seems ridiculous but there is another end to 
this range; issthere: not, and if you buy a larger 
article on twelve month terms against 36 month terms, 
the same $500 article, for instance, it makes quite 
a difference if you then quote the dollar charge, 
doesn't it? Obviously, the total price you pay over 
the veriod will not be comparable unless the person 


buying it understands the advantage of having an extra 
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24 months to pay. 

MR. RANAHAN: Even though the interest rate, 
if it should be calculated, differed as between the 
12 months and 24 months, Mr. Leman, I am wondering 
at the point where a man is buying an article if 
that is informative, whereas if the finance charge 
is $24 for 12 months or even to take a higher amount, 
if the finance charge was $100 for 12 months and 
$200 for 24 months, I think it is far more informative 
that he knows it is going to cost him another 
$100 or another $8 a month by taking this longer 
term. 

So if he has gone into dealer A and 
he has been quoted a deal for 12 months and he goes 
to dealer B and he is quoted a deal for 24 months, 
there might be two different rates involved, but if 
it is costing him $100 more in one case he has the 
basis for a good sensible judgment. If the second 
case of $200 worked out to be a lower percentage 
rate it might not necessarily result in a good judg- 
ment. 

COMMISSIONER LEMAN: What in your view 
is the legislator trying to accomplish by groping 
for a good disclosure formula? Is he merely trying 
to enable the consumer to shop around for the 
best deal he can get, or is he trying to make him 
try to guage whether it is worthwhile for him to 
finance or not finance or take a little longer, or 
save a littlevlonger‘and pay eash; or,what,,is he 


trying to accomplish? 
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MR. RANAHAN: Frankly, I do not know, Mr. 
Leman. 

COMMISSIONER LEMAN: What sort of protection 
do. you think, then, that the public needs in this 
field? One finance company this morning admitted 
quite frankly that there was a great deal of con- 
fusion in the public's mind as to what the real 
costs of financing were. 

MR: RANAHAN:> Itsemayebe difficult for the 
public to make comparisons between different 
segments of the consumer credit industry; in other 
words, to compare the add-in to a dealer's time 
sale price along with what tit, would cost him at 
the bank or what it would cost him at a loan company 
Or whay Lo would wst him at his credit union, but 
in as much as each of those operations cis different 
probably the greatest common denominator again would 
be Dull doltar -oreciosure, 

In the sales finance industry I feel that 
all dealers -- maybe that is too all-embrasive but 
the majority of automobile dealers, domestic dealers, 
the type of dealers that are doing business with 
Sales finance companies are giving their customers 
full dollar disclosure and that a8 between one 
automobile dealer and another or one appliance dealer 
and another or one industrial equipment dealer and 
another that the buyer can make a dollar for dollar 
comparison, and I think that is available to him now. 
Tn our brief after page 33 which would become 


page 34 we have enclosed a sample conditional sales 
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contract and you will notice..in the box we show the 
amount financed and added thereto is the finance 
charge and the only item over and above that is 
printed in at $1 for a recording fee which applies 
only in those provinces where there iS such a 


recording fee. 
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In respect of some of the pergonal loans plans of 

the banks, perhaps that cost of borrowing on the money 
ig not so clearly earmarked for the borrower, I think 
the practice varies as between banks and some may 
quote an interest (rate plus \chargess;corojust the 
totaheamount Of Motehntece:a Piscounteadicamdnot osure 
thatealietheidocumentsilIyhave geen clearly expose 

the full ddUlariicdstsof benrowking agit isothescase 
withgéhilercontract thathyou~seenbnsfront off you: 

THE CHAIRMAN: This contract -- where do I 
Che 5 Ge 

MR. RANALAN's It is page 34, Mr, Chairman, 

WHE CHAIRMANG bY¥e@4 Lihavewpety7it, but there 
ig a greatMaeaRAbithprintNon théesefpagee aWhere doe 
fookd for thds?é 

MR. RANAHAN: In the box, 

THE CHAIRMAN: It dsunotiinived,tie in? 

MR. RANAHAN: No, in the box half way down 
am the tbeftMel. Bentvyel: Youeseehthe ceasmrprice! ofl the 
casa, abeedivenséovee, less your trade-in; your 
insurance ‘premium. if) any. 

THE CHAIRMAN: Yes. 

MR. RANAHAN: Each of the items making up 
the total price and the total amount that eventually 
ehe \oustioners will pay are clearly get out there line 
by line starting off with the cash price, adding in 
the extra equipment)sarriving ata delivered prices 
less the trade-in, less any cash payment, ‘and the 
remaining balanceiatwthat point’ Add to thatcany 


insurance premium, if there is any, and you come to 
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a Total amount to be financed,.and to,that,ig,added 

the finance charge, plug on the form you have $1 

for recording fee, and.you, then, have, the, total deferred 
payment. 

COMMISSIONER LEMAN: I also note on the form 
at the top, "To Purchaser:. Please read conditions 
on reverse side carefully”. 

THE CHAIRMAN:...When. you get~-to, that. finance 
charge for "blank" months -- suppose it is for 24 
months? 

MR. RANAHAN;. Yes. 

THE CHAIRMAN: What would be the figure 
at the right? It would be 24 times what? 

MR. RANAHAN: No, the figure at the right 
would, be, «he .complete. finance, .change .for.she entire 
24-month period, 

THE CHAIRMAN: It would include the interest 
anc Atl one tne .lLngidentat.it ems,? 

MR. RANAHAN: Everything except that $1 
that appears below, 

THE CHAIRMAN: In a lump. sum total? 

MR, RANAHAN:.. Yee. 

COMMISSIONER BROWN: On the right of that 
you, refer to a Je per cent per annum,.e@harge for 
delinquencies? 

MR., RANAHAN: . That, is, correct,,.yes. 

COMMISSIONER LEMAN;: Mr. Ranahan, if I ask 
you this question -- and you said you didn't know what 
the legislature was worried about .-- if the consuming 


public is encouraged through disclosure of total costs 
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only to iain terms of, "Well, thig article will 

only cost me $7.27 a month for the next 34 months, 

go I will buy it", does he really know what he is paying 
for in; the.way),of.cerwvice on top,of, the.original, price 
of the article he wants to buy? 

MR. RANAHAN: No, I think if the only 
digclosure was what he pays per month, and if he had 
to go through the aritmetic then to figure out how 
much wags the finance charge, I don't think that would 
bes what,,<. would,.call.full. dollar» disclosure.,..Full 
dollar.disclogure includes setting out. the finance 
charge, where. it, can, be,,easily.identified.as an. item 
by y~hteelt,, and, that,evenm,though,it«forms: part, of,, the 
tLme;,gale, price, it,1is.the difference between the 
cash. price, and: the.time price.,...We. advocate. this 
be+ lifted:.out.,of.the time price, and.get..out,as an 
identifiiable:-:item, by. iteelf, go. that. it, le. fully 
digscloged and not just in the monthly instalments. 

COMMISSIONER LEMAN: Suppose we go back 
to your battery buyer and you tell him if he buys 
the battery for cash it is $20, and for three months 
or six months it. is $22: If he comes to the conclusion 
that that is 60 per cent interest, what prevents him 
from coming to that conclusion himself? 

MR. RANAHAN: Well, he ig entitled to , 
maybe, figure: thaty,out,. and. perhape some, of them do, 
but’ I: think»~his ma, in point of consideration, Mr. Leman, 
must be what it costs him in dollars. I would think 
that..would be the same as if he might start to worry 


about what this battery cost this garage man and how 
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much markup Ls he getting off him’ on the cash price. 
Or, I think if a man goes to rent a garage that has 
perhaps cost the owner $1,000, and he is quoted 

a rental of $15 a month, he probably doesn't concern 
himself withHi that being 18 per cent of the landlord's 
investment in that garage, and if he did he might 

get a little concerned that anything over 6 per cent 
ie too high. But yet at $15 a month it ig a very 
reasonable rent for a garage in which to park his 
car, and he knows that is only 20 per cent or 5 

per cent of his monthly income, or whatever it may 
be, and that $15 can be figured into his budget, 

but 18 per sent cannot be calculated into his budget. 
I’think)» the one serves avery useful, construct ive 
purpose, and the other does not serve any purpose 
atceall that we-have been able to uncover, and it 
could have the opposite effect of distorting something 
for no good, 

THE CHAIRMAN: Do you ever get complaints 
pasged on to you'from'customers* as tothe ‘interest 
rates théy*diseover' they are” paying -after’they” have 
enté red int'o~ the= transaction? 

MR. RANAHAN: Yes we have, Mr, Chairman. 

THE CHAIRMAN: That have reached the company? 

MR. RANAHAN: Yes. 

THE CHAIRMAN: Are there many? 

MR, RANAHAN: Not voluminous, no. 

THE CHAIRMAN: You have a huge volume of 
transactiong, and it would be a very gemall percentage? 


MR. RANAHAN: Yeg, 
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THE CHAIRMAN: Every once in a while there 
ig a newspaper article on this subject, and no doubt 
that gives rise to some correspondence? 

MR, RANAHAN: Yes, it does. 

THE CHAIRMAN: And if a person knows exactly 
how much money he has to pay a month for a specified 
nunber of months in order to have the advantage of 
possession and use of an article like a motor car, 
or a machine of some kind, which be productive to him, 
there seems to:be some sense in that -- I don't know. 

I suppose a great many people who buy automobiles 

on time are people who need them for busineges purposes - 
commercial travellers and people of that kind, who 
probably get 10 cents a.mile or 15. cents a mile from 

the company they are employed by, and they figure out 
whether that covers the cost, and that is what really 
interests them,) because they must have, the car and 

(hey. haven't. the money to buy 1t. That is the gituation. 


MR. RANAHAN: Actually, Mr. Chairman 


THE CHAIRMAN: They can go around and find 
out,..whether they can get a better deal from somebody 
else, becagge there,are many people in the business. 
That is your position -- I am putting it in words 
you may not agree with, but. I am trying to put it 
as I understand your position, 

MR. RANAHAN: We find the average Canadian 
citizen, the, typical;;ingstalment buyer, if- you. like, 

a pretty good businessman in his own particular gphere. 
He. may. .be,a@ blue collar.workenx,, if. you like,,,.but 


generally speaking he is an astute buyer. A very 
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high pa teued dee of the people who buy on instalments 
are married and have attained some position of substance 
in a sense they have enjoyed the same place of 
employment for a reagonable length of time and they 
have lived at the same place for a reasonable length 
of, time and they-are pretty,good citizens. We find 
these.people..are.pretty.astute.shoppers,.and. if they 
are, paying.a hundred: dollars finance charge-on a new 
automobile I think that many of them do figure out, 
as you have suggested, Mr. Chairman, that is $8 

a month, and $8 a month ig not very much for the 
privilege. of eee this new automobile and being 
able, to drive.it. over. the. next 12. months. while, paying 
fOr bite 

THE CHAIRMAN: $ 8 a month -- it must be 
more than thatp 

MR. RANAHAN: I am just taking the finance 
charge. 

THE CHAIRMAN: You must be talking about 
aaHox polntyene cylinder etove. You mean the finance 
chargeé. 

MR. RANAHAN: Yes. 

THE CHAIRMAN: But I am thinking of every- 
thing dneluding, the: interest, 

MR. RANAHAN: Everything -- not the principal -- 
not the unpaid balance. 

COMMISSIONER LEMAN: The only thing that 
puzzle es mes a Littie. bitin your. reasons.for feeling 
that way is that to your company, as a borrower, 


it ts extremely important to know what interest rates 
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you “are ‘paying, and “yet “you seem to feel that once 
you “gevu qowr-to the “comeumer"léever*that laynot’ very 
significant any more. I wonder why that is? What 
be*the difference? “To *the coreumer, some ‘of tire 
larger ‘durable goods ‘that ‘he buys are a form of 
investment. Some of the argumentation we hear from 
finance companies is that, in effect, a consumer as 
f£uch will ‘save himgelf money if ‘he hag a refrigerator 
instead of buying ice -- you know the development of 
aii these "Commoditiee -in the house, I’ think we hear 
finance companies argue “Chat’ the actual true’ cost 

of ‘these ttrings*'12 "not ae’ nign ae*they geem to be 
because they save money elsewhere by doing your laundry 
at ‘Trome ‘and™all ‘that'sort'of bueinege. “So, itt" Le 

an investment for them, isn't it? 

MR, RANAHAN: Yes, 

COMMISSIONER LEMAN: So,I am wondering what 
happens at’ ‘the’ consumer ‘level that makes the interest 
rate Or lease Tmportance “thar av ail “the” other “inter - 
mediate’ levels”. 

MR’. RANAHANS? IT think’ there’ are’ two different 
commodities: In the case of’ a company like ours 
borrowing money, or anybody borrowing money, we are 
going out to shop, if you like, for go much money, 
and the usual measure is the rate of interest applicable 
thereto.’ wWiat we are Taiking “about really Le people 
going out to buy merchandise, and they are going in 
to’ buy a refrigerator, televirtion set, ora new tar 
or a used car, or whatever it may be: That ig what he 


te’ shopping for.** He’ may be interested ‘in two sets of 
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circumstances: .He may be interested only in the price 
of that article on a cash basis, but he may also be 
interested in what thig will cost him if he pays 

for it over twelve monthe, But, at that point, in 
dealing with the merchant, he is not borrowing money 
from that merchant. He is deferring the payment 

of that merchandise over a period of twelve months, 
and I think his one measure of cost is related to 
time sale price or cagh sale price, whichever the 

cage may be. 

COMMISSIONER LEMAN: Somebody is borrowing 
from somebody in this transaction, 

MR. RANAHAN: We are buying those contracts 
from a dealer, but perhaps I might go a little further 
in this way: In our own company we are dealing with 
maybe four to five thougand: dealers across the 
country -- gome of them quite big, some of them small. 
But even the average dealer employing maybe five or 
g<ix salesmen and selling merchandise would find it 
from the practical standpoint, I think, impossible 
to comply with any regulation there may be that his 
time sale price was to be converted into some kind 
of per annum rate. First of all, we understand there 
are five different formulas for taking a given dollar 
charge for a certain period of time and converting it 
to an,equivalent) per annum. So, the first question, 
which of the five? But, from a more practical stand- 
point the television or refrigerator dealer will give 
his salesman a table of finance charges, and from 


an amount of $201 to $210 there might be a charge of 
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$12 or $15 change, in. | it may be. From $211 to 
$220 the charge might be $13. Now, the salesman 
eve up cto close a deal very often ‘at night in 
somebody's home -- and that is quite prevelant -- 
and instead of financing an even amount such as you 
might have in a charge where you set forth a per 
annum rate it turng out to be $255.75, and I really 
defy any retail salesman in this country to be able 
to sit down with that customer and convert that to 
a per annum rate, I think 1t would Impose great 
hardship on retail merchants and their sales 
organizations in Canada if they had to go through 
that type of arithmetical exercise. 

We believe what would happen would be a 
return to @ practice that exiz#teq Some years ago, 
and we think fortunately has been left behind use, 
where merchants would devélop only a time gale price. 
Now, they might quote a discount for cash if some. 
customer persisted, "I don't want to finance this 
for ten months. I want to pay cash. How much?" 
Well, they might then get a discount for cash. All 
the dealer would be quoting would be a time gale price, 
in that way there is nothing to convert into an 
equivalent per annum rate. That is what we call 
driving the finance charge underground. There is no 
digelosure at all. 

Two chesterfieldg may look the same and feel 
the same at the moment, but a difference of $10 or 
$15 or $20 may not mean too much, and there could be 


a loading of finance charges in the one case and a 
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very modest charge in the other, but the buyer has no 
way of knowing if both merchants were quoting just a 
times gale. price, 

Also, another unfair aspect of that is that 
if the merchants dealing only with that time sale 
price have somebody come in who is willing to make 
a substantial down-payment and pay the balance in 
ten months, and the next customer comes in and he is 
prepared only to make a small down-payment. and finance 
the balance for 24 months, the man who has paid the 
higher down-payment and is willing to pay for it at 
a faster rate is, in effect, subsidizing the customer 
who has taken the longer period. 

Time sale price without disclosure of finance 
charge went out some years ago, and we think there was 
a very definite improvement in merchandising practices 
as a result of that. We would guess there would be 
a trend, back to .that if, a finance,.charge .was,.called 
for »to >be ;converted, to, a per, annum rate, 

COMMISSIONER MACKINTOSH: There is another 
approach to this, isn't there? You are talking about 
how to explain the finance charges to the customer: 
How did you arrive at the finance charge? Isn't it 
made up of various elements? 

MR. RANAHAN: Yes, 

COMMISSIONER MACKINTOSH: Can't that be set 
down gimply? 

MR. RANAHAN: Well, it could be get down, 

As I mentioned earlier, the dealer sets his time 


gale price at the outset, That will vary, as we also 
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mentioned, pecause each dealer's overhead may be 
different; each dealer's volume of business may be 
different; each dealer may have a different philosophy 
on the amount of markup he is satisfied to work with. 

COMMISSIONER MACKINTOSH: I have seen their 
faces fall when you offer them cash, 

MR. RANAHAN: Well, the same dollar factors 
that go to make up a cash price exist in a time price, 
When you go in to buy an automobile there must be 
something in the markup between the wholesale and 
retatl ‘price:sto provide form salaries, .rent 5 gome 
return on the investment, maintenance and go on. 
Actually almost just the game items apply again when 
artime rgaleicprnice is created. There is a salary 
factor, a rent factor, a maintenance ‘factor, and there 
Ls May be. .theitecasevoficaccompanyicamegqiPhere ig an 
investment and a risk of loss. So, I think the process 
of establishing a markup is the same in the case of 


one as in the case of the other. 
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I think if you have seen a dealer's face fall when 
you have maybe backed away from a time payment 
purchase it does because a number of dealers have 
suffered the loss of sales because somebody has said, 
"I am going to pay you cash for this. I will be back 
on Saturday afternoon.", and the dealer hag not 
seen him again. Now, in the meantime that customer 
hag either walked by somebody else's used car lot 
and has got enticed thereon, or he has gone to 
some place to borrow the money and they may have 
Suggested that he should go see so and so and buy 
the car. Many dealers have suffered the loss of 
business becauge people have walked out to come back 
with the cash, 

COMMISSIONER MACKINTOSH: No, you see his 
face fall when you hand him the cheque. 

THE CHAIRMAN: We wish to thank you very 
much Mr. Ranahan for your very interesting presentation. 

MR. RANAHAN: Thank you Mr. Chairman and 


gentlemen, 
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SUBMISSION OF BUSINESS DYNAMICS 


Appearances 
Roger G. Bowles - President 


THE CHAIRMAN: Mr. Bowles, we have all 
reaqg the brief. I think some of the members are ready 
to ask questions and it may be unnecessary for you 
to read the brief now. 

MR. BOWLES: Thank you Mr. Chairman, I 
think this ig probably the better way of doing it. 

THE CHAIRMAN: We will begin with questions. 

COMMISSIONER GIBSON: Mr. Chairman, perhaps 
I might ask Mr. Bowles a few questions. 

I take it that your thesis is that there 
ig a serious shortgage of capital and long-term funds 
for promising, or what you describe as small businesses 
in the construction and manufacturing field below a 
certain size, and you mention up to $ 2 million, or 
Something of that nature as the measure of size. You 
give the idea that these people either do not get enough 
money for their needs or they have to pay too much 
for what they get. Would you mind elaborating on this 
and telling us if that is a fair summary of the problem 
that you are presenting to ue? 

MR. BOWLES: JI think Mr. Gibson this is 
certainly a major section of it. We define small 
businesses for our purposes as being those with a 


total capitalization, be it debt or equity, below 
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$2 million. This is open to argument, but for our 
purposes let us say this is what we are talking about, 
which may constitute quite a small portion of the 
total sinduetrtalrpicture,. | Nevertheless tothe people 
who are in this realm, people with whom I am in 
day-to-day contact, there is an absence of what I would 
term adequate financing, and it is painfully apparent. 
In as much ag, to use I think the expression that 
you brought out, either the funds are available at 
an interest rate, and more particularly at a repayment 
period, which is prohibitive in terms of the company's 
eashioflowvorcthe slzesofcthe capital projest ‘is 
reduced to the level where it will enable the company 
to raise funds at anything below that rate and 
may cut back its capital programme and in effect 
reduce the level of its operations below that which 
is probably economical. 

The pleas that I have entered here, which 
I might add has now; been echoed by several people 
to whom I have subsequently shown this brief, is 
that the gap which exists between the 6 per cent 
institutions, or thereabouts, and the 15 or 18 per cent 
lending institutions be somewhat narrowed, perhaps 
to somewhere in the neighbourhood of a 10 pe cent 
risk level. We particularly submit that equity be 
made available wherever possible instead of term debt, 
where it is appropriate. 

I think it is. true to say that most finance 
companies tend to try to achieve repayment for the 


purchased piece of equipment, let us say, to a too 
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short period of time. Thus they feel they are assisting 
the company in purchasing thie equipment, but the strain 
of retiring that obligation in 18 or 24 months is 

such as to not only make it. uneconomical in terms of 

the interest rate but almost impossible to handle 

in terme of cash flow generated from having that piece 
of equipment which has been financed. 

COMMISSIONER GIBSON: >, You, speak of 
adequate financing for these people, and in your brief 
you used the word "deserving"; certain people deserving 
better financing.;,These,.of, counse,. tend, to..be 
subjective terms. .Are you saying in effect that these 
are people that have a good economical future who 
could really make the grade but are not, in your 
Opinion, getting a reasonable deal in terms. of the 
kind of competitive price type of society that we 
have? 

MR. BOWLES: Many of them do indeed make 
the: grade. cMr. Gibsons but :bt .is,.rathen in-2epite,.of 
the money market than because of it. To me it is 
quite remarkable what some people can do with the 
limited debt and equity resources available to them. 

I only contend that if these were more generous 
they could do very much better. 

COMMISSIONER GIBSON: If we are going. to 
be more generous we must have a reason for it... There 
has to be a social risk, for instance, if the government 
is going to do something to make things more favourable, 
or ctherechag Stonbe ran incentive,if it is going to 


be done through private enterprise. What is your thesis 
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that private enterprige can adapt itself to meet this 
need which you believe exists? 

MR. BOWLES: This is one portion of it, 
certainly. I made reference to the 5.B.1.C.'s in 
the United States which is a relatively new feature 
and I think a desirable one worthy of consideration 
by the Commission. 

I am gorry Iwill have to come back to this 
subject. I had another point in ming but it will 
probably return to me in a second, 

COMMISSIONER GIBSON: Perhaps we could sort 
of explore this area a bit between what you call the 
six and seven per cent money and I think you mentioned 
the 18 per cent money. There is quite a difference 
in that type of money. My impregesion is that the 
6 per cent money is mostly short-term money related 
to Jnventory.,and wrecedivablesyeonot alloofeit but a 
great portion; ofipitucjal:, guspeet.the 7 per cent money 
that you are talking about is money from the Industrial 
Development Bank,,..This. can be,vand,is to quite a degree 
term money. Are you suggesting that if you had higher 
rates for banks specifically and for the Industrial 
Development Bank specifically this would attract them 
into the term field, because this seems to be one of 
the central points here? 

MR. BOWLES: First I would say that they should 
consider a more, frequent .useof equity finaneing..-and 
if this cannot be done then they should be prepared 


to consider 15 but not 18 per cent. 
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There is -- and I make this plain -- no 
halfway house. You are either qualified for an 


I.D.B. loan or you go the alternate route which 
most often is a finance company. Both of them 
do a: fair job in their restricted fields. but let. us -- 
I have heard the expression used --"grow respectable" 
such that. you can acquire) I.D.B. funds at the lesser 
interest rate and you really have to do quite 
substantial financial gymnastics to clear one 
obligation before you can take on another one, and 
the situation may arise where one company which 
is relatively successful and camarfiford :toipay, lif per 
cent tornl5 per cent on its money «is declined 1,D.B. 
assistance whereas its competition across the street 
is granted it at 64 per cent. This, I would say, is 
fostering the less efficient and this sometimes 
looks: Like subsidy for the people involved. 
THE CHAIRMAN: Any more questions? 
COMMISSIONER BROWN: I just wonder how 
you do measure this in the marketplace? 


MRwan BOWLES ws ocl vam rsorry.,.s MrenBrown, measure 


COMMISSIONER BROWN: How does a decision 
come to be made on the ground as to whether a loan 
be granted by the LD.B. or the finance company? 

MR. BOWLES: I wish I knew the answer 
thoicthat,. sd obvious. whi not: feasy. It does seem 
to me that a submission that was made this morning 
is becoming generally more true, that the finance 


companies are the lenders of last resort. Ttvadcs o 
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1 seems to me that they fix their interest rates for 
2 loans on some basis arrived at from experience, loss 
3 experience presumably. I.D.B. does’ not apparently 
4 do it on the basis of loss experience; it is deter- 
5 mined in another manner but that two people should 
6 arrive at such remarkably different rates and spell 
7 out different repayment periods (this is I repeat 
8 the most painful aspect itself, the accelerated 
9 repayment periods) how they should arrive at’ these 
10 two differences without there being a mutual field 
11 | where a2 man with a slightly more than 6 per cent 
12. risk) situation might? get: it* properly financed, I do 
13 not know. 
14 COMMISSIONER GIBSON: This baffles me 
15 because while I can see the general problem which 
16 you are raising it seems to me that the difficulty 
17 of competition between a government agency and a 
18 private agency iS perhaps exaggerated by the sort 
19 of thing you are suggesting. How do you draw 
20 a fair line in this area as to when the I.D.B. 


Should do something and when it is something that 
is probably better done by other people? What are 
your criteria? 

MRO BOWLES: » The picture “is “even further 
confused, Mr. Gibson, by the existence of the 
Small Business Loans Act which adds yet another 
puddle, so to speak, which, if you stir the whole 
Lot gets mixed up. 

It would seem that one cr more of these 


organizations is becoming surerfluous., Perhaps the 
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Small Business Loans Legislation should have been 
directed, more to widening \jthe.scope of. the I.D.B. 
rather than bringing the chartered banks deeper 
into the term lending business. It is a very 
complex field and I do not presume to know the answer 
but I can say this with great conviction, that 
the businessman is concerned with the day-to-day 
or year-to-year operation of his business, not 
with his finance company or the I.D.B. and cannot 
make intelligent predictions as to how his capital 
requirements are going to be satisfied and because 
of this I think his business tends to suffer. 
He operates very much on a day-to-day basis and 
fortunately he is flexible and can do this. 

COMMISSIONER GIBSON: He could hardly 
be worse off and he has more choice that he had 
before. 

MR. BOWLES: This) is, true. 

COMMISSIONER BROWN: Your point is it 
is the less creditworthy person who gets the cheaper 
rate? 

MR. BOWLES: This has been the experience. 
I can point to several particular experiences of 
this. I cannot say that it is generally true, 
but this is one conclusion that you can draw from 
the ‘situations I: have seen. 

COMMISSIONER MACKINTOSH: It may be very 
difficult: for » I.D.B. to interpret its criterion 
for reasonable rates? 


MR. BOWLES: This is exactly the problem -- 
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"available elsewhere under reasonable terms and 
conditions". This 15 always the .problem. 

COMMISS TONER GIBSON: That .neludes. not 
just rates but amounts and terms? 

MR..»,BOWLES+--.Yes. 

COMMISSIONER BROWN: A suggestion was made 
this morning,.. which. you probably heard,,. that. this 
might be “solved tin (parti roy having ther L.De«b. “interest 
payments be recognized. as a return on equity and not 
available for taxes, for income tax purposes. 

MR. BOWLES ; That idea would require 


further exploration before I would care to comment 


Om Lo. 
COMMISSIONER BROWN: I was going to ask 
VOU Wo Comment NOM. oLb-, JUST One thing in your 


brief that puzzled us. and perhaps you can explain 
thé point } Tt is page 2, subparagraph (4). 
MR, BOWLES: Small manufacturers? 
COMMISSIONER BROWN: . Yes: 
"The small manufacturer needs better 
protectioi,.cthan., ,1s now. provided .in 
event. of unscrupulous creditors! 
bankruptey os 
MR. BOWLES: The samll manufacturer in 
my, experience is a. fairly unsophisticated individual. 
He is busy running his business on a day-to-day 
basis and.is .not, too familiar with the law on 
finance and .anumber of. other, things. Too 
frequently their innocence.in the field of credit 


has led them into, the position where ,they have been 
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left with SabStaneiai bad debts as a result of 
supplying goods to companies which were set up 
as nothing more than shells by some people who 
had no intention other than to milk these companies. 

COMMISSIONER BROWN: That would be 
debtors! bankruptcy. This is creditors! bankruptcy. 

MR. BOWLES: Yes, you are absolutely 
right. 

COMMISSIONER BROWN: Because the other 
people can exist too. 

MR. B OWLES: That was not what I meant. 

THE CHAIRMAN: Other questions? 

COMMISSIONER BROWN: The same thing comes 
up again, Mr. Chairman, on page 7, paragraph 22. 

I just wonder what you meant by: 

"Conversely, they are entitled to more 

non-financial considerations such as 

reductions in questionable income tax 

and bankruptcy policies and political 

patronage". 

MR. BOWLES: This goes back to his lack 
ef sophistication. He does not have, unfortunately, 
available to him the manpower that many large 
corporations have to unravel tax difficulties. He 
is only concerned with running his business and in 
so doing he tends to overlook the niceties of 
modern day business methods. 

COMMISSIONER BROWN: Does not this go 
back to something basic that the problem of most 


Small business is loss capital and that is caused by 
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poor management? Isn't this an inherent factor in 
most of theirwproblems? 

' “IR, BOWLES: It 1s indeed. All I can ask 

is that they have the financial facility available 
£0 them to accelerate their growth through this 
period 5 MNES most exposed. They cannot 
Support professional staff perhaps to take care 
of these aspects of running a business and they 
are no longer a proprietorship or a major corporation, 
They are in this world between and it is a particularly 
difficult phase in all respects, not only financially 
but administratively as well. 

COMMISSIONER BROWN: It is generally because 
of this that the private Sars ae is unwilling to get 
into the picture? 

MR? BOWLES s--'T Would: Suspect 'tnis, 1s. crue, 
VSS, Nevertheless, I would contend it is desirable 
that they should if at all possible since themajor 
corporations once started out. as these people are. 


THE CHATRMAN: . Thank you very much, .Mx. 


Bowles. 


MR.» BOWLES3.e9Phank you, Mr. Chairman. 


--- Adjournment. 


ite Dt es Amended to : , * 


oldsiiavs, yiiltost Istonsalt odd. eved yods. tend al a 


aiid dgvordd fdworg zaLeddetsrelsoos ot medt og 
toanso yodT. .besaeqxs Jaom ets veds asdw botteq 
eTS9 esd ot agedisq Tista Isnoleasioxd stroqquae 
yens bre aasntaud s gatanut to adooges seedy to 
cofisregqies rotsm 6 10 qidetosstigotg, § yeaagnol om 918 
| vinsivetdasq s al t& bas neswied bitow aidd ot Pay ee 
aad wine ton ,atosqaet [is al eesdd tiuoktILEb 
Liew 8s ovidersatnimbs gud 

eeusoed yYllsrenes et,.gI «MWwoHa AHEMOT 2aIMMO Oo 
teg od gniiiiwny ai todoon sidsvintg ond terns aids Yo 
Sotutotg odd aa 

<eurt al aidd stosgava bivow T : 25.1 WOE AM 
sit simeegal at ti bmednoo biyow 1 .sasloddroven tie Boy 


totsmedtd sente eldtesoq [is ts tk biluorda yeds Isdd 


a 


.o%8 elgoeq sasdt as tuo bediste sono anolistoqios 
“1M .doum yrev voy ameaT :MAMATAHO SHT 
. gelwod 


nemetedd .IM voy AsedT :28IWOd .AM 4 


_ dmamerrvoybA --- 


he ms Pee 
og a pe ) td 


ae 
ves a6g9.1. L1LA,. .beabal, ef dT. ; + FR NOR, ee wo 


BTS a SE pe! 


on 
— 


beticsde 


Mopal Conmission 
ol 
Banking and Finance 


Hearings 
held at 
SHlontreal 
Wol. Wate. 
154 flay 161962 


Official Reporters 
F.I.Nethercut and R.J.VBoun 
Toront 


p= 


See eer 


Ry 


eet en 
SN ae 
ae, 


wll i ; 


nate 


Nethercut & Young 
Terente, Ontario A1301 


LAURENTIDE FINANCIAL CORPORATION LTD. 


7 A SUBMISSION TO THE 


ROYAL COMMISSION ON BANKING AND FINANCE 


pnd 
> 


Appearing on behalf of Laurentide Financial Corporation Ltd. 


18 Peter Paul Saunders President 


19 Andrew E. Saxton Executive Vice President 


29 


30 


True 
’ 1 


7 a* ue ‘ 
te ‘ ay 
f or eh A 
Ao | * ay 
S i 


"at } Bak nohisrog 10d isioasnlt 


4 


obimo test to 2 ia | 


: Yh - Nhe ie a) 
| | ’) gaebisor% | 


™ 


ae 


pa 
m alee iy 
j TAlet as ne 


if 
y 
; 
} 
1 4 
‘ 
‘ 
7 
i ’ . 
ee ' “, af i 
; : LiF "y iy 
: Fe A | bie et ; rane 
‘ j r . P 
y ve i { * 
‘ ‘ 4 , at”, 9 yh : 
1 ; ¥ 
’ 
1 hy f . 
* a i * ¥ 
4 . 
5 . 
0 : i , 
eo 
i - { 
A q ’ « ‘ + 
- i" 4 . ‘ : ‘ 1 
Nas ; 
z " vi. to 
A ic” } 
» * é 


salads ae 


ing erebnuae lus& roted 2, 


.  mojas® . worbad 


fa Wiis 
4 ‘ i 
a, 
a bk \ 
{i 7 De ¢ 
* x { 
, | ‘) 
r n 
pe Ale a ; 
nari We ae 
hi 
* 7 ; j 
, 4 
i Vy 
? al 
4 
Vik ' 
1 or ; 
i ‘ 
i | 4 
Ba oul 
" " aie 
; oe te a 
f 5 al ; vig 
is Maines ' F | 
— $dRL (TF ysM 
a ¥ s ‘ ' 
Ul \ 
v q J 5 
‘ 
4 P 


ay is +s rr, ‘a! ip es 
WF dnb a f° ‘, be Ww Me : ey yi Pt 
ite ee , ‘ oe: ie Seep tia wae 


U : 
* ; e y * 
ca ra ie Vag ole) ‘ pad NN at Vibe, 
Te Me ny ‘ a i a uN 5 ' BASS joes , 
¥ Ve Ma iy, a NY ? ¥ 4 = ih 
% Aue OY ec, Sea, 5) OO Le IL Te § 
i SUA aA rel wv + oe ” My i 4 ‘ nee Vy oe ’ 
my Pas Oh i ae: fi: 1 Ba WOR ar ae tt 
ys GUY . tae rs a ew es y ‘ p* i syared aU Ries! 
‘ \ f | ; ana i f aN A : A Pee Fee 
" x iN My ay ahi y MAC! t : pinta 4 re Agia ; ‘A ae 
‘ i poke} ras AS ' iin Fd te Gd tee 
er \ 1 BA Pies | oy rh is 1 en 
é nap we ‘ uy ee 7 9 Pie , 
. al 4 iy A J Oe is hin 0G ' i Fe ies 
Ms ‘en 8 f! F ah hy tae 4 Say se Lon eae pei Wath 0D WN he aie d 
Y a te trae 4 ats a a fhe aie my iad ek ala, Lara ak eee ae 
DMA WA DUEIVAR VO VOLe3IMMOD LA 
> “ae : wer aoa ate i : Oy he bw ; ; : 
Ree oe S : ‘ ite Et ba” aa al a SD Ri ees 3 
{ engi bs Re) ay Sy eI F ithe Be a Pa, 
‘a ‘ ~ rh f a va Vo6 a) . 
, re ois " ult Ne f 
d f Pn ih Me Ai j ' * \ ‘ . 
h ’ 


Fy te dy * 


‘ via ae i i 
i a ] ay vat oh 
je ie wy wad) N Vi 


ia 


29 


30 | integral part. 


Nethercut & Young 
Ferente, Ontaric : INTRODUCTION 


A1302 


AND 
SUMMARY 

Laurentide Financial Corporation Ltd. is grateful for this 
opportunity to submit a Brief to the Royal Commission on Bankin 
and Finance, 

The finance industry, of which Laurentide is a part, has 
been established in Canada for over three decades and, in the 
course of its growth, has made a considerable contribution to 
the economic progress of this country. Laurentide commenced 
its operations only in the last third of this period, a time during 
which the greatest demands have been made on the industry to 
fulfill its economic function. 

Since its inception in 1950, Laurentide has grown from a 
small local business into a widely spread corporation operating 
through more than 130 offices located across the breadth of 
Canada, along the Western coast of the United States and in the 
Bahamas. To-day Laurentide has more than 7,000 shareholders 
of which over 90% are Canadian citizens. 

Laurentide's domestic and international activities have 
caused it to become increasingly cognizant of the importance of 
the role played by all members of the financial community 
throughout the world. 

Canada's development, for example, has been assisted 
immeasurably by the efforts of the chartered banks, the insur- 
ance companies, the trust companies and, of course, such 
institutions as the Bank of Canada and the Industrial Develop- 

ment Bank. The very enviable reputation which Canada enjoys 
among nations is due, in no small part, to the stability of and 


the confidence in the financial system of which they are an 
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ae As Canadians engaged in a business enterprise both at 
; home and abroad, we are proud of this reputation, we benefit 
; by it and we wish to guard against any deterioration which 
might possibly occur. If the facts presented in this Brief 
. appear critical of certain practises, we hope they will be taken 
5 in the constructive spirit in which they are made and that, as 
6 comments which are meant to be constructive, they will be 
7 helpful to the Commission in arriving at conclusions and making 
8 recommendations which will further the interests of all 
9 Canadians, 
10 Laurentide's recommendations can be separated into 
11 four groups. 
12 The first group is of a general nature and refers to 
13 national monetary policy as it applies to the entire financial 
14 structure of Canada. Inthis area Laurentide recommends 
15 that the Dominion Government should be the only source of 
16 monetary policy in Canada and that it should consult with the 
7 finance industry in the course of BE RAL DIKE policy. It is 
also recommended that monetary policy should be designed 
3 in such a manner that it encourages continually the lowest 
. possible cost of funds, in the long run, to all users of credit 
5 in Canada. Monetary policy should not be negative in approach, 
. and it should result in a national financial structure that is 
o elastic and, therefore, capable of reacting positively at all 
“ times to necessary changes in policy. It is also suggested 
uA that those sections of monetary policy which are designed to 
25 subsidize should be reviewed frequently to ensure that they 
26 serve a continuing and justified need. 
27 The second group of recommendations is presented for 
28 the purpose of improving the operating efficiency of the Sales 
29 Finance and Consumer Loan companies. Included is the 


30 suggestion that the Dominion Government should be the source 
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of all policy affecting these two members of the financial 
1 
community and that it act to prevent further legislation 
2 restricting the finance industry. The Government should 
3 act to develop a uniformity of existing legislation governing 
4 finance companies, including uniformity of disclosure laws 
5 throughout Canada. Such disclosure laws, to be effective, 
6 should apply to all suppliers of credit in Canada. It should 
7 act also to remove, or have removed, the legal requirement 
8 (where it exists) that lien registrations, to remain valid, 
9 must be renewed at specified intervals. 
10 The third series of recommendations recognizes the 
1 need for, and is designed to maintain and improve compet- 
12 ition among members of the financial community without 
13 compromising the sound basic principles upon which the 
Canadian financial system has been built and from which 
14 | 
foundation it will continue to progress most effectively. In 
15 
this area Laurentide recommends that the Dominion Govern- 
16 | 
ment should undertake not to compete with private enterprise 
17 
in any way and, therefore, that the Government should take 
18 ; : AVG. 
immediate steps to place the responsibility for the admin- 
19 xation | : eC ASHE 
istration of government guaranteed lending activities in the 
20 pri de 
hands of those financial institutions whose normal business 
21 is the type of lending activity involved. In addition, the 
22 Government should require that all applicants for assistance 
23 from the Industrial Development Bank submit proof that needed 
24 funds cannot be obtained from normal sources of short and 
25 medium term funds, including the finance companies and, 
26 further, that all interest payable on government granted and 
27 guaranteed loans be classified as non-deductible for the purpose 
28 of computing income tax payable. 
29 It is also recommended that the chartered banks be 
30 | forced to comply with the intention and instructions of the 
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2 Bank Act, including Section 91, and that further sale or 

3 merger of chartered banks be prevented. It is suggested, 

4 in the interest of preserving liquidity, that the chartered 

5 banks lending activities would best be restricted to advancing 
6 funds on a demand basis only. If, on the other hand, this 

7 suggestion is not followed then it is recommended that the 

P finance companies should be authorized to accept deposits. 

; Laurentide fa eae also, that credit unions be 

immediately classified as regular profit producing business 

2 operations and that, as such, they be subject to standard 

i Canadian business registration and taxation responsibilities. 
Ma Finally, Laurentide presents two suggestions designed 
ad to increase Canadian business activity at home and abroad, 
14 ‘They are, first, that the Dominion Government introduce 

15 accelerated depreciation schedules on capital equipment and, 
16 secondly, that Canada cancel withholding taxes on foreign 

17 owned corporations and commence negotiations for reciprocal 
18 ee by those nations who presently have in effect double 

19 taxation treaties with Canada. 
20 | Been caily submitted to the Royal Commission on 

71 Banking and Finance this 7th day of May, 1962. 

22 

93 Laurentide Financial Corporation Ltd, 

24 BLE Nyiel Venda 
25 Peter Paul Saunders, 

President. 
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BRIEF TO THE ROYAL COMMISSION ON BANKING AND FINANCE 


—_—_—_—— SS EEN 


PART.d -— THE INDUSTRY 


lo The Briefs to be submitted by the Federated Council of Sales Finance Cqm- 
panies and the Canadian Consumer Loan Association review in detail the naturle of 
the finance industry in Canada. (acceptance and consumer loan) and its growth and 
structure ; 
Le However, it is well to note that the activities of Laurentide Financial 
Corporation Ltd, are not confined to Canada but are conducted in 3 other 
countries, the United States and the Bahamas, and will be expanded into other 
areas of the world, 
=F The finance industry should be considered along the following lines: 
(1) The function of a finance company is to facilitate the transfer of goods 
and services from producers to consumers. 
(2) Its function is similar in all parts of the world. 
(3) Its methods of operation are almost identical at comparable stages o 
the development of the industry in each individual area. 
(4) Its total size presently is unknown but area comparisons can be est- 


imated by referring to the following table. 


Table 1 

Country Selected Consumer Credit Per Capita 
Outstanding (in millions (dollarg) 
of dollars) 

Canada (Nov. 1961) 4,626 

United States (Nov. 1961) 55,000 

United Kingdom (Sept. 1961) 2,600 

France (Dec. 1961) 450 

Germany (June, 1961) 1,300 

Australia (June, 1959) 789 


The foregoing table is limited in scope because figures from those countries 
ay not be fully comparable, However, they give a broad indication of the extent to 
hich consumer credit is being used in these areas. 

The structure of the lending industry in many countries differs somewhat 
rom that in Canada. Inthe U.S., commercial banks are involved heavily in 
onsumer financing. In Great Britain, commercial banks own or have interest$ in 

any of the finance companies but do not take part in direct consumer financin 


n Germany, the major portion of consumer credit and acceptance volume is 


andled by commercial banks. In France, 75% of the business is handled by 
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1 
9 finance companies. In Italy, the commercial banks are not active in the 
3 consumer credit field directly but do provide funds to finance companies 

that are either independently owned or are controlled by larger mer- 
4 

chandizers and manufacturers such as Fiat. 
5 

6. In other areas the structure of the industry is still in the formative 
6 


stages and does not lend itself to being categorized. 


7 PART II - LAURENTIDE FINANCIAL CORPORATION LTD. 


8|| 7. Laurentide Financial Corporation Ltd. is a Canadian owned diversified 
Q|| finance company whose basic policy calls for growth on a national and inter- 
10 national scale. Certain broad financial characteristics of the company are: 


(1) Laurentide to date has raised its equity capital on the Canadian 


11 
market only. 
12 
(2) It is restricted in its ability to borrow its cash requirements in the 
13 | 
areas in which certain of its wholly owned or controlled subsid- 
14 
iaries operate. 
15 (3) It is faced with additional risks of exchange controls, devaluation, 
16 excess taxation and above normal government intervention. Itis 
17 also a company carrying the label of ''foreign competition!'' in its 
locations elsewhere than in Canada. 
18 
8. Other difficulties which Laurentide faces but which do not play a major 
19 


role in this presentation are the matters of unfamiliar legislation in other 


20 || countries, language barriers, proper local and international management 


controls and the like. 


Laurentide's Purpose in Presenting a Brief to the Royal Commission on 
22|| Banking and Finance 


93 ae (1) To outline Laurentide's methods of operation. 
(2) To comment on government monetary policy as it affects 
is Laurentide's business activities. 
ao (3) To comment on government monetary policy as it affects the 
6 _ business community in Canada. 
(4) To recommend certain adjustments to government policy which, 
ef it is believed, will benefit the entire Canadian business community 
28 
The Development of Laurentide 
297 10. A review of Laurentide's operations may be helpful to the Commission jn 


30 || understanding the development of the company's thinking. 
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2 
3 1950-1953 11. Laurentide entered the finance field in 1950 and immediately 
4 embarked upon a programme of discounting automobile sales 
acceptance paper in volume. By the end of 1952 the company had 
: decided that automobile acceptance volume could be increased 
6 satisfactorily only if Laurentide was weiltimgs to provide whole sale 
7 accommodation as well as retail accommodation to dealers. By . 
‘the end of 1953, wholesale finance arrangements ef made avail- 
: able to automobile dealers and in that year Laurentide's Notes 
9 Receivable increased substantially. In July of 1953, Laurentide's 
10 second office was opened in Vernon, British Columbia. 
1 1954-1955 12. By the end of 1955 further branches had been opened in other 
locations in British Columbia, Alberta, Manitoba ana Ontario. 
12 The Toronto and Windsor, Ontario, branches were opened because 
13 of the competitive need to have purchasing offices for dealers auto- 
14 mobile inventory located adjacent to the major automobile manu- 
facturing facilities in Canada. 
15 13. Until the middle part of 1954 the company's acceptances were 
16 composed almost entirely of automobile paper. At evar ie’ in 
17 order to expedite company growth, it was decided that Laurentide 
should accept appliance paper as well. During 1955 Laurentide 
18 entered the industrial equipment sales acceptance business ina 
19 limited way. In the latter part of the same year credit restrictions 
20 were imposed on the finance companies by the banks. 
January 14. Laurentide's business continued to grow in a satisfactory 
21 ||1956 to 
June 1957 manner until the full effect of the restrictions was realized by 
fPe Laurentide in March 1956. However, restrictions did not affect 
73 all finance companies equally because of the substantial surpluses 
‘that were available for use by some. As a result Laurentide was 
24 forced to keep its competitive position in the industry in mind at 
25 the same time that it was co-operating with the government. Laurentide- 
‘therefore, had to attempt to smooth the transition from a policy 
“ of forced growth to one of a sustained level of business so as 
27 to avoid imposing inequities on its customers while, at the baci 
28 time, complying with the new regulations. The success that Laur- 
z9 
30 
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1 
2 entide had in buffering the effect of the restrictions on its cust- 
3 omers was a result partially of the decision that was made to 

sell its appliance business outstandings so that it could concen- 
4 

trate entirely on improving the service it was rendering to auto- 
5 ; ee 

mobile dealers, It was not until late in 1956, when restrictions 
6 began to ease, that Laurentide was able to renew its interest in 
7 developing the appliance business once again, It was also during 
8 the latter part of 1956 that Laurentide, on a limited scale, entered 


into the field of lending funds directly to commercial users, 


15, The continuing demand for additional funds by dealers and 
10 

customers as well as the continuation of increases in costs of 
11 funds used by Laurentide resulted in a decision that the company 
12 | should take specific steps to secure future availability of funds. 
13 As a result, 98.6% of the voting control of the company was sold 
14 to Power Corporation of Canada Litd. , a closed end holding and 

investment company, 
15 

16. In March of 1957, the Company acquired 87% of the common 
16 

shares outstanding of Laurentide Acceptance Corporation Ltd. , an 


automobile and appliance sales acceptance firm operating in the 


Province of Quebec, 


ly 1,1957- 17. The year was one of inventory reduction and reduced sales 
ne 30, . 
58 by automobile and other durable goods dealers, However, Company 


19 
lJ 


1 
20 
growth was maintained because Laurentide was able to increase 


21 


effectively the number of dealers in its portfolio, 


22 


18, During the last six months of 1957, Laurentide expanded its 


23 


underwriting group in an effort to further ensure a continuous 


supply of funds, Interest rates to the company continued to climb 


24 


25 during the first part of this period but were reduced in early 1958. 


'-Laurentide was also able to inject even further reductions in its 


26 


money costs during the period as a result of its efforts, started 


27 


in early 1956, to obtain the bulk of its borrowed funds from the 
28 


short term market, Competitive pressure among finance com- 


29 


panies resulted in substantial reductions in inventory financing 


30 


costs to dealers by those companies and Laurentide, to remain 
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competitive, had to follow the same pattern. Charges to the 
consumer were also lowered to help encourage volume but this 
did not effect any appreciable increase in sales. 

19. Dealers inventory requirements increased during the early 
part of this period in the expectation of sales increases during 
the latter part of 1958. However, dealer retail sales volume 
did not grow and the. company's automobile wholesale/retail 
ratios were not as favourable as had been anticipated. The 
resulting lag in profits was partially compensated for by the 
fact that Laurentide's industrial equipment business (which was 
being developed without the need for wholesale investment) was 
increasing and therefore contributing to a better over-all invest- 
ment ratio. At the same time Laurentide was soliciting and 
starting to obtain other types of acceptance business from such 
sources as aircraft and boat dealers as well as commercial fix- 
ture and in-plant equipment suppliers. Laurentide was also 
increasing its interest in completing a number of larger direct 
loans to industry. 

20. The first quarter of 1959 brought with it an increase in 
money costs to Laurentide and also a very noticeable increase in 
competition from the Credit Unions and the Chartered Banks. 


The second quarter of the same year was a period during which 


consumer demand increased and Laurentide's retail sales finance . 


volume improved noticeably. 

21, The latter half of 1959 was a very active sales period during 
which Laurentide tried its best to service its customers to the 
maximum. Competitors from other fields continued to increase 
their sales efforts in consumer lending but Laurentide did not 
notice the effect immediately because it was covered by a buoyant 
market. The Credit Unions made very great strides in 1959 and 
1960 with gains in total loans including mortgage credit of $135 
million and $72 million. In the same two years, personal loans 


of the Chartered Banks increased $300 million. It was during 
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this period that Laurentide formed, in selected areas in Canada, 
its first separate branches specializing in ia AR Financing. 
22. Inthe month of May, 1960, the Commonwealth Industrial 
Bank Ltd. was formed in Nassau, Bahamas, for the purpose of 
conducting a fully integrated finance operation in that area. 

23. Inthe same month Royal ens was given to an Act in- 
corporating Laurentide Finance Company, a wholly owned 
subsidiary of Laurentide Financial Corporation Ltd. This 
subsidiary was formed to conduct a fully integrated personal ' 
loan business throughout Canada, This was the first incorp- 
oration of its type in Canada in twenty-one years. 

24. The increase in activity which took place during this period 
brought with it a return of tight money which, in turn, sharpened 
the awareness by the company that additional sources of funds 
had to be secured to assure continuity of supply. A result of the 
new restrictions at this time was that Laurentide's lines of credit 
were cut by the banks from $30 million to $19 million. Immedia- 
tely after this was done the banks implemented further reductions 
in credit lines on a daily basis by applying all deposits to its bank 
loans, at the same time revising the available credit limit ona 
daily basis to an amount equal to the lower balance outstanding. 
During the final ante a 1959 and the early part of 1960, Laur- 
entide's efforts had to be directed towards balancing the restrain- 
ing efforts of monetary policy with the demand for money by 
customers. These efforts were complicated by the increase in 
competition from outside'the industry to service Laurentide's | 


customers. 


25. During this period, as part of the expansion of its sources 
of funds, Laurentide successfully completed the first registration 
of a Canadian acceptance company with the S.E.C. in Washington, 
D.C. and, following immediately, the sale in the U.S. of a $15 
million, 20 year secured bond issue, 

'26., In addition, Laurentide, as a matter of policy, started to 


build its liquid reserve to the point that it would act as a cushion 
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against the possibility of future tight money periods. 

ta in this period Laurentide's Canadian operations exper- 
ienced the full impact of a business recession which began in 
the first quarter of 1960, and more intensified competition 
from outside the industry. Foremost was the fact that the 
imposition of restrictive monetary pressure by the authorities 
in 1959-1960 had been very sudden and, as a result, severe in 
its effects on Laurentide and apparently on the rest of the in- 
dustry. However, the banks were not similarly affected, in 
that they were able to expand and solidify their position in the 
commercial credit field. 

28, This period also saw an effort on the part of the govern- 
ment to encourage business expansion by increasing the lending 
activities of the Industrial Development Bank and, also, by 
introducing a government guaranteed Small Business Loans 
plan through the chaitetad banks, 

29. In June, 1961 the chartered banks reduced the prime rate 
from 5 3/4 to 5 1/2% to industry but refused to grant even the 
prime finance companies anything lower than a 5 3/4% rate. 

30, For some time various officials, including the Governor 
of the Bank of Canada, had been publicly criticizing the finance 
industry. However, no attempts were made by the authorities 
either to consult with the industry on monetary policy or to 
utilize its broad facilities to implement government policy. In 
effect, the finance industry found ieelf in the position that its 
primary sources of information were the newspapers and local 
bank branch managers and that it was forced to second-guess 
the Canadtdn monetary authorities, The policy of the Chartered 
Banks, of course, precluded Laurentide from any relief in money 
costs from that source. ) 
31. At this time Laurentide's need for reserve funds caused 
it to place two debenture issues in Canada at yields to the buyers 


in excess of 6.5%, two preferred share issues yielding 6.32% and 
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1 
2 a convertible second preferred share issue yielding 5.26% 
3 plus common share increment on conversion, Short term 
4 money rates remained high but it was deemed advisable to 
5 continue actively to solicit funds from this source. Long 
term funds in the amount of $11 million were raised in the 
: United States for periods from 1 to 20 years at rates up to 
7 5 7/8% per annum. The funds raised were put to use in 
8 Canada in pressing diversification and expansion of oper- 
9 ations into the fields of commercial lending, leasing and the 
10 consumer loan business. Preferred share money was used 
in the purchase of Mercantile Acceptance Corporation of 
7 California in the U.S. and some of the funds raised during 
“ this period were diverted into the Bahamas for use by Laur- 
13 entide's operations there, 
14 32, Of significant importance is the fact that Laurentide 
15 had raised additional equity for the purpose of improving 
16 its capital to debt ratios. 
33, The results of competition from other fields during 
| this period are best illustrated by the fact that from August 
18 |. 1960 to June 30, 1961, the retail outstandings of reporting 
19 sales acceptance and consumer loan companies in Canada 
20 decreased by $15 million while the personal loan outstandings 
1 of the chartered banks increased $155 million. 
ne 34, Evidencing the effect of IL.D.B. competition is the fact. 
that, while commercial and industrial sales finance business 
- outstandings increased by approximately $10 million from 
24 June 1960 to June 1961, the 1.0.B.'s outstanding loans plus 
25 undistributed authorizations increased by $25 million or about 
6 21%. Also, in the first 6 months of 1961, loans oustanding 
97 by the chartered banks under the Small Business Loan Act 
grew from zero to more than $10 million. 
28 
35. The credit unions continued their sales efforts. By 
2? the end of 1960 total credit union loans outstanding were in 
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1 
2 excess of $804 million including mortgage loans. 
3 36. This was a period when many of the proven sales methods 
4 that had been used by the acceptance and loan companies in the 
5 U.S. and Canada were utilized by the chartered banks and the 
Industrial Development Bank in their respective fields. 
6 : 
37. Inthe meantime, Laurentide attempted to improve its 
7 
market penetration with the aid of the following steps: 
8 - A complete Divisional and Regional re-organization 
9 
10 - Laurentide introduced the first advertising campaign in its 
1 Canadian history and initiated a sustained advertising pro- 
gramme. 
12 
- Laurentide formed a new department responsible for busi- 
13 ; Gey 
ness development in the commercial fields. 
14 - Plans were finalized to further expand the company on an 
15 international basis. 
16 - New finance plans were developed for introduction ‘on an 
7 experimental basis in Canada as the opportunities to test 
such plans made themselves available. 
18 
38. A major step in Laurentide's programme of diversifi- 
19 cation and expansion was achieved with the acquisition of 
20 Mercantile Acceptance, a thirty-seven year old company 
21 operating in California and Oregon which, in spite of its 
22 name, is primarily a consumer loan company. 
uly 1,1961 39. The latest period has been one in which the progress of 
23 to date 


the company, as a whole, has been favourable but during which 
concern has developed with regard to Laurentide's potential 


growth in Canada. The concern expressed is a result of the 


development of competition from outside the industry which, 
for the most part, has been encouraged by legislation favour- 
ing the ‘outside competitors’ and, in some cases, by the 
injection of government funds and/or guarantees. 


40. This new and artificially induced competition has acted 
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1 | only to divert business activity away from the area of free 
D competition. This has affected Laurentide's operating 
| policy in the following ways: 
3 
(1) Laurentide has had to accelerate its research in foreign 
4 | 
markets with a view to establishing early footholds in 
5 
those markets, 
6 (2) Expansion programmes in foreign markets in which 
7 Laurentide is already operating have had to be aggres- 
8 sively promoted, 
9 During this period the chartered banks entered the short ter 
10 money market as borrowers, paying interest on short term 
funds substantially in excess of the interest being paid on 
11 
savings deposits. 
12 
41. Finally, in October of 1961, following the éstablish- 
~ ment of the Royal Commission on Banking and Finance, the 
14 bank rate to Laurentide was reduced to 5 1/2% per annum, 
15 the rate at which other industries had been obtaining bank 


42. Because of its international character, ‘Laurentide has encountered 

a number of unique elements involved in acquiring operating fanaet ' The 

way in which its rapid growth has followed so closely its date of incorpor- 

ation — added certain problems to this phase of its operations. 

(1) Laurentide is the first Canadian finance company to become internat- 
ional in its operations even though it is only in its twelfth year of 

23 operation. 

24 | (2) Even though Laurentide is ehtannariocat in scope, its equity funds, 

25 whether common or preferred, have been and continue to be raised 
in Canada. 

(3) Although all equity funds have been raised in Canada, it is necessary 
that credit sources be made meron to Laurentide in the areas in 
which Laurentide operates. 


43. It is anticipated that foreign registration of shares and the raising 


16 funds for the previous five months. 
17 Special Considerations Involved in the Financing of Laurentide 
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t of funds in foreign markets will be justified at some time in the future. 
2 44, In acquiring new companies, Laurentide has inherited, in some 
3 cases, new sources of funds and, in others, has broadened its sources. 
45. The bank lines of all subsidiaries, with the exception of Laurentide 
4 | | 
Acceptance Corporation Ltd. and Laurentide Finance of California (form- 
erly Mercantile) have been taken over by the parent company. In the 
6\ 4 
case of Mercantile, Laurentide has actively engaged in expanding its 
7 U.S. bank lines and will continue to do so for some time to come. 
8 Agreements Affecting Laurentide's Borrowing Policy 
9 46. The trust deeds under which Laurentide operates, and which are 
10 determined by Laurentide's major. creditors, impose, among others, the 
11 following restrictions: 
12 (1) Excluded from consideration as part of the capital base 
1B of Laurentide, from which are developed the approved 
borrowing ratios, will be the investment in shares of ail 
14 | ! 
subsidiary companies (with the exception of one) who have 
15 i ) 
outside debt of their own. 
16 . see 
(2) .. Automatic restriction resulting from the fact that the tradi- 
17 \ tional lending formulae employed by institutions in Canada 
\ . 
\ 
18 and the United States are different. At times there is an 
19 Lppardett conflict developed in trying to satisfy the two 
20 | criteria of lending. The result is a placing of restriction 
91 | upon restriction. Trust deed revisions of a nature more 
| \ 
ay complementary. to Laurentide's methods of operation will 
| be possible after a period of time. However, immediate 
23 
revision is not anticipated because of the fact that the dev- 
24. 
| elopment of a programme of international operations by a 
25 || sul | 
Canadian-owned finance company is so new.. The usual 
26 | ! 
sources available to finance companies are not prepared to 
27 depart to any great extent from the rules of credit that have 
28 been established over many years. While adherence to the 
29 present system is appreciated, it does restrict Laurentide's 
30 | ability to move as freely as it would like. Restrictions would 
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not apply as severely were Laurentide's home in the United 


A1l317 


States, for example, where the available supply of equity 


funds is much greater than in Canada and where the condit- 


ions of borrowing might be more liberal, 


Laurentide's Financial Structure 


ae 


Reference should be made to the Company's 1961 Annual Report 


(Appendix A) and to Appendix D, which is a detailed review of the devel- 


opment of Laurentide's financial structure. 


48. 


details surrounding directly placed private and public issues subsequent to 


the date of Laurentide's registration as a public company. 


Date 


March, 1954 
June, 1954 
January, 1955 
February, 1955 


October, 1955 


February, 1956 


February, 1956 


April, 1956 
September, 1956 


September, 1956 


March, 1957 


April, 1958 


October, 1958 


June, 1959 


October, 1959 
February, 1960 
August, 1960 
September, 1960 
March, 1961] 
March, 1961 


May, 1961] 


Total 


Amount Number 


75,000 7,500 
75,000 7,500 
1,000,000 
400, 000 
12,000 
1,000,000 
1,000,000 
56,000 
1,000,000 


As required and 
secured 


1,000, 000 


1,750,000 


and 70,000 


As required and 
secured 


3,500,000 


15,000,000 (U.S.) 
2,000,000 100,000 
4,000,000 
3,000,000 


2,000, 000 


Table 2 


Type 
Cumulative Redeemable Convertible Sinking Fund Preferred 


(convertible quarterly for one year at market) 


Cumulative Redeemable Convertible Sinking Fund Preferred 
(convertible quarterly for one year at market) 


Serles 'tA'' Collateral Trust Notes 

Convertible SInking Fund Debentures Series A (100 shares 
per $1,000 to Feb/58, 80 shares per $1,000 to Feb/6l, 

66 shares per $1,000 to Feb/64) 

$2.50 Cumulative Redeemable Convertible Preferred Shares 
(4 shares to Sept.30/56, 34 shares to Sept.30/57, 

3 shares to Sept.30/62) 

53 Sinking Fund Debentures Serles B with stock purchase 
warrants (20 shares per $1,000 at 12.00 to June 1/56, 

20 shares per $1,000 at 13.25 to June 1/57, 20 shares per 
$1,000 at 15,50 to June 1/59, 20 shares per $1,000 at 
18.00 to June 1/61) 


Serles ''B'' Collateral Trust Notes 


Class A (common shares) 

Serles "C'! Collateral Trust Notes 

Serles ''D' Collateral Trust Notes 

53% Sinking Fund Debentures Serles C with stock purchase 
warrants (20 shares per $1,000 at 11.00 to March 15/59, 
20 shares per $1,000 at 12,50 to March 15/61, 20 shares 
per $1,000 at 15.00 to March 15/63 


$1.40 Serfes Cumulatlve Redeemable Preferred Shares 
(Par Value $25.00) 


Class A (common shares) offered In units 


Serles "E'! Collateral Trust Notes 


64% Sinking Fund Debentures Series Three with stock 
purchase warrants (25 Class A shares per $1,000 at 12.00 
to June 30/62, 25 Class A shares per $1,000 at 15.00 to 
June 30/65, 25 Class A shares per $1,000 at 18.00 to 
June 30/683 
Serles "E" Collateral Trust Notes 

63% 20 year Collateral Trust Bonds maturing February 1, 1980 
$1.25 Serles Cumulative Redeemable Preferred Shares 

63% Sinking Fund Debentures Series Four 

64% Sinking Fund Debentures Serles Five 

$1,25 Serles Cumulative Redeemable Preferred Shares 

$2.00 Cumulative Convertible Redeemable Secondary Preferred 


shares (2 Class A shares to June 30/66, 2 Class A shares 
at $10 additional to June 30/71) 


* The number of shares, wherever they have been shown, has not 
been adjusted for sub-divislons of the Class A and Class B shares, 
when sub-division has occurred after the orlginal Issuing date. 


The purpose of Table 2 following is to indicate the timing and certain 


Purchase 
Price 


10.00 
10.00 
500.00 
1,000, 00 


49.00 


100.00 


25,000.00 
and up 


12.50 


30.00 
per unit 


99.00 


19.75 

100,00 
99.00 
19.75 
38.00 


Normal 
Yield 


6% 
6% 


market 


53% 


5.10% 


53% 


market 


market 
market 
53% 


plus value 
of warrant 


5.6% on pa 
value ‘of 
preference 
plus value 
yleld on 
common 


market 


6.34% 


market 
64% 
6.32% 
63% 
6.59% 
6.32% 
5.26% 

plus value 
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Common Shares 

49, It had been the original intention that Laurentide should be a closely 
held company. As a result the capital base was first comprised of com- 
mon shares and participating preferred shares, the former voting and the 
latter non-voting. When the Company was made public in 1954 the com- 
mon became Class B voting shares and the participating preferred becam 
Class A non-voting. The distribution of voting shares was carefully con 
trolled, a position that has been maintained to date. 

50. Non-voting common.has been issued directly to the public only twice 
in the history of Laurentide to date. The basic reason is that equity fin- 
ancing has been POET oe to be the most expensive method of raising 
funds. Other reasons will become evident in the review of Laurentide's 


alternative methods of financing that follows. 


Preferred Shares 


51. Generally, the derivation of funds through the medium of prefer- 
ence shares has not been a popular method in Canada. However, this 
approach has been utilized successfully by Laurentide. 

52, First, in 1954, Laurentide's history of earnings was not of long 
enough duration to attract a strong segment of the market at a reasonable 
price if common shares were offered. Therefore Laurentide decided to 
market shares using the attraction of a yield of 6% (which was high at 
that time) attached to a preferred shares offer with conversion privileges 
This approach was repeated in 1955 with the issue of 12,000 $2.50 con- 
vertible preferred shares. 

53. The 1958 preferred share issue was the result of a need for addit- 
ional funds at a time when the demand was very high and the market was 
responding effectively only to issues providing a guaranteed yield with 
the opportunity of a relatively short term capital gain. 

54. Preferred shares issued in 1960 and in February of 1961 were 
presented at a time when the Canadian investor was looking for a fav- 
ourable yield and the market did not require additional incentives to sell 


the issue. The $2.00 convertible second preferreds, issued in June 1961 
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were offered as rights to the Class A and Class B shareholders in order 
to provide them with continued equity at attractive yields. 

Sinking Fund Debentures 

55. The method of financing by way of sinking fund debentures was 
originally chosen by Laurentide in 1955 as a way of attracting additional 
unsecured funds but, because of the limited earnings history of the com- 
pany, it was necessary that an extra inducement become part of the attra 
tion to the investor. Thus the opportunity to convert the debentures to 
common stock was granted. Similar reasoning was applied to the 5 1/2% 
sinking fund debenture issue of 1956 to which warrants were attached. 
This particular issue was created at a time of restricted credit. 

56. The 6 1/4% sinking fund aentt issue of June 1959 was planned 
for a market that was faced with a heavy demand for funds and, as in the 
case of the preferred share issue of 1958, this series of debentures was 
made more attractive by injecting a capital gain potential. 

57. Sinking fund debentures, series four (August 1960) and five (Feb- 
ruary 1961) were presented when Laurentide's credit rating had improved 
and, as a result, were sold on a straight yield basis. 

58. An important feature of the sinking fund debenture series is that 
they were unsecured issues. The attraction to the investor was the long 
term provision allowing the investor to hedge against the possibility of 
rate MERE nis. 

59. To the Company, the series were attractive, within limits, as 
they provided the security of long term funds as a hedge against a 
variable money supply. 


Secured Debt 


(a) Bank Funds 

60. Laurentide's start enati made possible to a great extent through the 
availability of bank funds on a fully guaranteed basis. As the company 
grew, its bank lines in Canada increased very favourably. In March of 
1956 bank lines were frozen at the level established and, as indicated 


earlier, it became necessary for Laurentide to look more aggressively 
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to increasing its capital base, to enter the short term money market 


and to maintain a constant vigil on whether its future needs would be 
better secured by longer term funds. 
61. Bank credit resumed a role almost as important during 1957 as it 


had been in 1956 and earlier, but by this time the bank rate to Laurentide 
had increased to a range of 5 1/2% to 5 3/4%. Bank rates decreased dur- 
ing 1958 but were increased again in 1959 to 5 3/4% even though the prime 


rate to individual borrowers and to companies in other industries was 


reduced to a low of 5 1/2%. 
62. Thus it was obvious to Laurentide that the only way in which the 
company was going to be able to reduce its money costs in relation to 


the market was to continue to make full use of the short term market. 
Lower costs were absolutely necessary because of the declining margin 


of profit available to Laurentide from its day-to-day business trans- 


acted with its customers and because the company, as a matter of policy, 


14 
is ta been striving to lend to its customers at the lowest possible rate. 
16 HB increase in competition among finance companies which developed 
in 1959 brought about a reduction in retail rates by Laurentide to its 
17 | 
ustomers,but, without flexibility in bank rates, the only compensating 
18 | 
eduction in money costs was from the short term market and through 
19 ; 
n increase in leverage of capital within the limits of the various trust 
20 
greements. 
21 , Finally, in October 1961, the banks reduced their lending rate to 
22 


1/2% (the prime rate which had been available to other industries since 


23 fune 1961). The reason for the high bank rate from June to October 1961 


24had been explained at the time as beingithe result of a decision reached 


25 


y all banks in Canada that finance companies were poor risks. The re- 


26 duction in October has never been explained by the banks. 


27 


28 


29 


30 


4. Laurentide's experience has been)that the bank rate has not fluc- 


uated with the supply of and demand for money and that where fluctuation 


id occur it was not in apparent relation to the bank's money costs, the 
uality of Laurentide's business or the quantity of its business. In fact, 


anks have all but frozen credit to Laurentide, while apparently making 
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funds available to individual borrowers and to other industries, including 
manufacturer owned finance companies. 

65. It is interesting to note that Laurentide's bank borrowings are sec- 
ured by the same type of collateral trust notes which are used to secure 
its short term borrowings which, of pola) are se a lower rate of inter- 
est, Thus, the security etfioned is the same to both types of lenders even 
though the rate is markedly cikceranis 
66, Finally, in March of 1962, the banks amended their approach and 
advised Laurentide that they would guarantee a maximum line of condit- 
ional credit (to be erotiatod) for 90 day periods subject to Laurentide 
being willing to pay 1/2 of 1% per annum for unused credits. | 
67. Laurentide refused to consider this programme until April, when 
it was offered an 180 day protection. The reason that the ntul dee has 
given Sousiaetation to the terms is that it is anxious to avoid the effects 
of violent fluctuation in the supply of funds. 
(b) Short Term Borrowings 
68. The short term money market in the United States is one of con- 
siderable maturity but Canada's short term money market did not begin 
to assume a definite personality until 1955, Laurentide entered this 
market in the same year ba tae of its need for less one e funds in 
volume. At first the ik tts were not encouraging because of the Lapa 
pany's youthfulness. | However, as earnings have grown and the com- 
pany's name has become more familiar, the volume of short term funds 
available to Laurentide has increased quite satisfactorily. 
69, Because of the lower cost and the more immediate reaction of 
rates to supply and demand, short term funds are, in some ways, more 
attractive than long term funds to Laurentide and they will continue to 
play an important role in the company's borrowing programme. 
70. Generally, the short term market, because it reacts so positively 
to seasonal and other shifts in the business economy, has acted not only 
as a guide with regard to Laurentide's Giiwat planning,but has acted as 


a reasonable buffer in transition periods. The bulk of Laurentide's funds 
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1 comes from the short term market. 


2 (c) Long Term Borrowings 


3 | 71. The market for longer term funds has been considered by Laur- 
4 entide, basically, to be a means of building reserves against a possible 
5 reduction in the supply of short term funds. The equity market is ap- 

proached only as the need for a broader base upon which secured funds 
6 

can be borrowed becomes evident. Laurentide's long term borrowings 
7 

are secured by the same type of collateral trust notes as are used to 
8 4 \ 

secure its short term borrowings. 
9 

(d) Retained Earnings 
10 : 

72. Comment on retained earnings by Laurentide must be confined 
° to the fact that it is Laurentide's desire to build such a surplus. The 
12 reason for it being lower than average involves the age of the company. 
13 


Effect of the Availability and Cost of Money on Laurentide's Growth 
14|| 73, Growth was restricted in 1951-52 and 1955-56 because of a lack 
15] of funds. In 1959-60 growth was not restricted in the true sense of 


16|| the word but it was retarded in Canada as a result of a combination of: 


17 (1) The higher cost of funds 


18 (2) The unusual competitive position of the industry. 
19] °4- The fact is that Laurentide, as others, can obtain all the funds 


20 needed if it is willing to pay the price. The factor retarding growth 


has been the lower profits available due to the fact that the floor under 


21 
99 the cost of finance company funds has been frozen while the rate at whic 

Laurentide can lend its funds to others has dropped considerably; that is}, 
23 

the profit margin has shrunk. 
24 | | 

75. The reason that competition is unusual is that the favourable pub- 
2903. 

licity given government and chartered bank policy in action has created 
26 

an undesirable and distorted image of the finance company in the eyes of 
27 cals 

the public in Canada. 
28 | ; 

76. The same has not happened in the United States, the Bahamas, 
29 . Ey 

France or in many other areas. In Great Britain, on the other hand, 


the image of both the finance and banking industries deteriorated when 
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| | 
the banks entered the finance business. 
Comments on the Implications of Obtaining Funds from Foreign Sources 
3 77. Laurentide does have some experience in the international money 
4 markets and would like to comment as follows: 
5 If the purpose for which Laurentide wishes to borrow funds 
6 abroad is Canadian usage, generally the cost is higher. 
7 Among the reasons are the effects of the 15% withholding 
8 tax, the reluctance of foreign lenders to lend in Canadian 
9 funds and, thirdly, the expenses of conforming to foreign 
10 legislation and documentation requirements. Therefore, 
11 borrowing abroad, under certain conditions, does not 
12 provide Laurentide with anything more than temporary 
13 respite during which time it can adjust its domestic finance 
14 programme to coincide with domestic conditions. This was 
proven during the period March 1959 to approximately 
15 , 
March 1960. In the month of November, 1959, short term 
16 
rates by U.S. sources to Canadian finance companies rose 
17 | 
as high as 61/2% per annum. Naturally it was impossible 
18 
for Laurentide to maintain such a rate over an extended 
19 | 
period of time as the retail rates available to Laurentide 
20 per is ; 
made such costs prohibitive except to buy adjustment time. 
1 
a On the other hand, there are times when the borrowing 
22 abroad of both long and short term funds is advantageous. 
23 An example is the borrowing of foreign funds against for- 
24 eign assets to support foreign owned operations. 


25/78. It has been Laurentide's policy to borrow long term funds abroad 


26 from time to time for the following reasons: 


27 1) In anticipation of undertaking a full scale business venture 
28 in that market. 
29 K2) - To familiarize that market with Laurentide in anticipation 


30 | of emergency needs resulting from violently shifting mar- 
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kets in Canada and areas other than the one from which 
the funds are being obtained. 
79. Inthe past Laurentide, directly and through its subsidiaries, has 
obtained funds from such areas as the U.S., England, France and 
Switzerland for the above reasons. 


Laurentide's Sensitivity to Fluctuations in the Money Market and 


Government Monetary Policy 


80. Laurentide has always shown a high degree of sensitivity to govern- 
ment monetary policy and fluctuations in the money market. The degree 
of sensitivity is illustrated by the following review of specific time per- 
iods. 
1951-1952 81. Credit regulations imposed by the government 
commencing in Nevers ber 1950 and continuing until 
May 1952 were very specific in effect. The regulat- 
ions specified minimum down payments, maximum 
repayment terms and were supported by Bank of Can- 
ada regulations freezing bank credits. The business 
volume done by Laurentide, at that time, depended 
upon the ability of the purchasing public to assume and 
retire purchase credit obligations within government 
specified terms and peniods of time. Even though the 
purchasing public may have wished to over-obligate 
itself, the positive restriction on the provision of 
further funds by the banks to finance companies had 
the desired effect of adequately minimizing the growth 
of consumer credit through the independently owned 
sales finance companies, including Laurentide. 
825. An example of the estimated effect on the entire 


industry is afforded by the following table: 
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Actual Domestic Retail Estimated Domestic Retail 

Sales Volume of New Cars Sales Volume of New Cars had 

(No. of Vehicles) Regulations not been imposed 
(No. of Vehicles) 


4 
1948 221,300 *221, 300 
5/1949 286,341 «286,341 
1950 429,695 429,695 
6/1951 385,648 430,000 
1952 400,777 435,000 
7 [1953 462,000 440,000 
1954 382,628 440,000 
1955 465,678 460,000 
81/1956 499,921 *499,921 
9 *Actual Sales Figures 


10/83, The estimates for 1951 and 1952 are based on an estimate of the 
11 jabsorption ability of a market willing to buy had the finance companies 
12 |been allowed to finance the consumer demand. The estimates of 1953, 


13111954 and 1955 are based on the assumption that, had the demand of 1951, 


14 1952 been satisfied to a greater extent than it was in fact, the market 


15 ould have leveled for approximately two years and then started to rise 


16 again as demand accelerated in 1955 and 1956. 
7 84, Laurentide's notes receivable did grow during 
18 \this period but the growth was insignificant due to the 
19 size of the company. 
1956 85. In late 1955 credit regulations were imposed with 

20 \ 

a capping of credit from the banks based on previously 
21 \ 

established lines of credit. This time, while the re- 
V9. | 

strictions imposed were severe, they did not affect all 
Zs 

finance companies equally. 
24 

86. Laurentide's operations were restricted by these 
ye xan : ; 

regulations as it did not have surplus funds with which 
26 to hedge the effect of a sudden shortage of funds. As a 
27 result, Laurentide instituted an internal cash control 
28 programme whereby each of its branches could grant 
29 new credit each day only in an amount equal to its 
30 collections of the same day. Laurentide's reaction to 
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the 1956 credit programme was much more in line with 
government objectives than the bea eviok of most of the 
other finance companies who had liquid cash reserves 

to work with for a short period of time. 

87. Certain finance companies owned by manufacturers 
and merchandising firms did not have the same degree of 
difficulty since, even though the finance companies bank 
credit may have been frozen, the parent was able to 
borrow from the banks and from other sources. Funds 
so obtained were capable of being made available to the 
finance subsidiary by the parent. 

88. Credit restrictions were imposed by a method of 
freezing bank lines. This resulted in higher money 
costs to the company but its ability to pass these costs 
on to the customer was limited because retail rates 
were subjected, in turn, to downward pressure asa 
result of increased competition from lower cost credit 
plans including those advertised by some banks. While 
it was the government's desire to slow down over-all 
credit growth, it cannot be said, realistically, that 

this was achieved. 

89. True, Laurentide's credit growth rate decreased 


in Canada as did that of the industry but the growth of 


credit outstandings of other suppliers more than made 
up for the decrease experienced by the finance com- 


panies. For example: 
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1 
2 
3 Table 4- 
4\|Year Total Credit with Sales Personal Loans by Loans by Credit Bank Loans 
Finance and Consumer Chartered Banks Unions Outstanding 
5 Loan Companies exclud- to Finance 
ing Commercial Loans Companies 
Outstanding Change Outstanding Change Outstanding Change 
O]1957 $1,142 $421 $555 $281 
1958 ste = gets PAM 553 + olse 596 + $41 352 
711959 Ay, 290 aye h'2 | 719 heel 66 731 oy aS 409 
1960 | Boh ith Ldn = i 857 Foe 804 -* 7/3 371 
8 1961 1,341 - 36 1,030 + 173 not available 247 
9 Note: All figures are in millions of dollars. 
Laurentide's Competition 
10 
90. A detailed review of Laurentide's competition will be covered in two 
11 sections of this brief. Comments made in this section will be confined to 


12 ivarvations on competition from other Sales Finance Companies and Con- 
13 || sumer Loan Companies and on observations of unique and/or special areas 
14 of competitive advantages available to those competitors who are not class- 
ified as Sales Finance or Consumer Loan companies. 

91. The other section in which competition will be ¢overed is in Part III 
of the Brief in which Laurentide outlines its specific recommendations to 


the Royal Commission. The comments on competition contained in Part 


18 ||Il] are basically with regard to those areas of competition that involve 
19 ||basic issues in the monetary policy of the country. 
92. Basically competition originates from two areas. The first area is 
other sales finance and consumer loan companies. This is a natural but 
fierce type of competition which Laurentide meets on a daily basis and 
which is a standard for the industry. A detailed review of the methods 
23 of competition within the industry will be covered, in all probability, in 
24 ||the Briefs to be submitted by the Federated Council of Sales Finance 
25 Companies and the Canadian Consumer Loan Association, 

93. The second area of competition is from outside of the industry and 


can be identified as competition from: 
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(('1)) ‘Banks 
(2) ‘Credit ‘Unions 
(3) ‘Government agencies and government guaranteed financial 


assistance programmes, 
94. ‘Laurentide's observations on 'the competitors referred to are as 
follow: 


(1) Credit Unions (Credit Unions lhave provided very severe compet- 


ition in Canada over the past few years. Details of ‘the competitive 


practises of the Credit Unions will ‘be dealt with in Part II] of tthe Brief. 
However, an idea of the size and growth pattern of the industry can be 
gained by referring to Appendix E. 

(2) Industrial Development Bank The Industrial Development Bank 
has competed strongly with the Sales Finance companies for the past 
two years in the Business Loan field. A detailed review of 1,.D.B. 
competitive practises will be found in Part If] of this Brief. 

(3) The Chartered Banks The chartered banks have become the most 
aggressive competitors of the sales finance and pA aS loan industry 
in recent years, While at least one of the banks has been active in 
providing personal (setatinent loan credit for many years, the out- 
standing balances of the banks "all other personal loans" amounted 

to $308 million at the end of 1953 and have since increased to $553 
million at the end of 1958 and $1,030 million at the end of 1961. 

Over the years the chartered banks have built a well-deserved reput- 
ation for integrity in ail of their practises, including advertising. It 

is on this reputation that they have Capitalized’ in the course of ex- 
panding in the personal instalment loan business, by allowing the 
public to gain the impression that this credit is being made available 
at an interest rate of 6% per annum. 

95, Some banks started lending at higher than the legal 6% max- 


imum rate in 1954, Subsequent to 1954 others tested the same prac- 


tise and, by 1959, most chartered banks had gained a great deal of 


experience in the personal loan field. Even though the cost to indiv- 
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1 
2 
idual borrowers was approximately 1% per month on the oustanding 
3 
balance, the banks advertised only "low interest rate" or ''6% loans". 
+ These claims are misleading and play upon the concept'of bank rates 
5 developed by the public over a period of years, However, the method 
6|| attracted a great deal of business. Even to-day chartered banks do 
7\| not advertise true per annum rates in spite of the fact that, historically, 
8 disclosure of true interest rate has been one of their strong selling 
9 points to the public. 
96, In considering the effect of the sales efforts of the banks on 
10 
the community at large, it is well to consider certain operating advan- 
11 
tages available to the banks as a result of their unique position of 
12 
privilege in Canada, 
13 : 
97. First, the banks have frequent personal contact with a very 
14 high percentage of their customers which provides the opportunity of 
15|| soliciting business directly. In addition the banker has available to 
16 || him, by the very nature of his business, a very complete knowledge 
17 of the affairs of his depositors. This fact became very evident to 
Laurentide who, since early in its history, had provided its cust- 
18 
omers with the privilege of paying their accounts through any branch 
19 
in Canada of one of the major banks. This privilege had to be dis- 
20 
continued in 1960 when it was discovered that certain branches of the 
21 
bank involved were approaching those customers who were making 
22 ; , 
payments to Laurentide and suggesting that they pay out their Laur- 
23|| entide advance with a lower cost loan from the bank. Laurentide 
24|| has been experiencing similar competition from other banks, such 
25 || solicitation oftentime resulting from the evidence of cheques drawn 
26 || 0” personal and business accounts in favour of Laurentide. The 
97 issuing of cheques by depositors to a finance company acts as sure 
identification of a prospective customer for a bank loan, 
28 
33 In many cases the banks have solicited in this manner only 
29 
those customers who have proven their credit worthiness with the 
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finance company. 
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99. A specific example of another method used by the banks was pro- 
vided Laurentide during the month of March 1962, when the Laurentide 
Purchase Credit branch office in Edmonton, on receipt of a conditional 
sales contract from an automobile dealer, asked for a bank report on 

the purchaser of the vehicle from the Grande Prairie branch of a major 
bank, The branch of the bank immediately solicited the vehicle pur- 
chaser, approved and made a loan in the amount needed by him to pay 
the balance owing on the unit. After finalizing the loan, the bank sub- 
mitted he requested bank report to Laurentide and, in addition, charged 
Laurentide a fee he the report submitted. 

100, The foregoing is an example of the inability of the chartered banks 
to maintain a position of business neutrality. In this case, the inform- 
ation which the bank used as a guide in soliciting a new loan was material 
that had been submitted in confidence to the bank and that previously would 
have been classified by the bank as information entrusted to the institution 
with the expectation that the information directly submitted and implied was|, 
in fact, the property of the finance company. 

101, Secondly, the banks have extensive advertising power. In this 
area, competition has been very severe because of (a) the vast quantities 
of dollars that banks are able to pour into advertising and (b) because of 
the fact that point of sale advertising has a high degree of effectiveness. 
Again, reference should be made to the fact that the 8 chartered banks 
have over 4,500 branches throughout Canada, all of which have a very 
high foot traffic count, Thus a good portion of the banks advertising 
cannot be avoided by a major portion of the Canadian borrowing public. 
102, A third point is the fact that the strength in the banks sales ef- 
fort lies in the product they have to sell - lower cost loans. While 

no clear cut comparison can be made between the cost of personal 
instalment loans available from chartered banks and the pane of credit 
available from the finance industry, the following factors should be 
considered in reconciling the lower rates on bank credit in comparison 


to those charged by the finance industry: 


- alee vas 7 - a) rat on. 
rin 7 - 


way oo aM A" ¥ ; - ; ; 
uy Be Pa! aia : Py : o bie a , ; 


ord 4 aw sible odd yee been horton xedtona Ye ol qnmiexs 2 reac | 


ee | pa te oN 
ie *  obiinorvst sa ned’! Sdet ob take Yo Peer ‘bsty sito sie 3 paps i; : 


te ‘4 
7 basse s to tqgiso8% no Modmocrba int eofito’ awe te? ini 'eeans 
ae us s 


no puoqe+ aAnsd 6 rol betas ,1Sfsob vaufatalbchantian as? ib3F jos eeds vant | 
* 


ri 
« 
be 
= 
+: 


}" th separa s to donsxd oftisx1d Sbhns1D ont rod cast" sd! to reesdoid ot ye 


He ~uuq oloidev of} betioifoe ylossibertatt asd ad} to doastd oAT © last 
ved ox oni yd babesn tnvocrs off ni nso! s sbsat bas bsvorqgs ,teasho | Is a 


‘  edye stnsd off deol oft gnistienit rosiA” “/diaw edd mo gatwo sonslsd orl 


: | ‘pages noitibbe ai ,bas ebitnerus.t of droget tad betesuper oft betiier i 
4 | bedttetdye droge ‘3di tot ssi s sbijnstusd 
4 axansd ahedchids on? to yvtilident eft to siqeisxe os ai gatogs rot sAlT 000-9 
: ee | iit 
: Mi somrotei sd} (9860 edi nl . yiilstiven eaenteud to nottieog & nisiatse oF | 4 i" it 
: | ‘feitetecs asw nsol won 6 gritioifoe ai sbiug 6 es boaw ansd ori doidw nofis in - 
: | i 7 aan 
ho vieuoiverg isdd bas SIned sat 0} oottebtinos A? bettinidse nesd bsd teat a 
“| oiatidant oil3 o¢ beteurtine dite emrolad as Ansd oft yd boittaeels assed: oven a ra 
| jeaw boitaant bas bojtierdye yvltsertb noftjsarroini edt tad? nolisiaeqxe® ot dtiw et A] 
ea ie ; | .yasqerroo abnedly it to vreqotq oft .tost af | Ri 
| _ 
eked al .Tawoq goieiitevbs svianmeixe ever ednsd ait .vibnosse Pie vr ye 
1a ‘eoliijnsup iasv edt (8) to eausoed st9vee yrov assed esd moititsqmnroo | 59s | at ‘ 
{% 1 . 
i to eeuscsd (d) bas gnielizsvbs ofni tu0g of sids ots axAnsd tsdi ersliob Yo Hide ‘) 
oe _easnevitosite lo setgob dgid's asd giteitievbs sise to tatoq jst Jost oft | - i, 
a aainsd borstredo 8 sd3 jsdd dost orlt of eben od bluode sonousist misgé ia ; 
i | 
4 ytev & saved datdw lo Ils ,sbsas0 jworlguotnt asdonstd O02. b t9VO0 sven . 
a ge 


| gniaitrovbs gined edi to soiti1oq boog 8 sudT = .inuoo dite) idl figid — 

| .otidaq gatwortod nstbsas9 a jo motitog xolsat s yd bebiovs od jours 
“to golse elnsd odd mi dignorte odd 3edd tos? oat ai bined boids A’! SOT 
alidW .ensol jeo2 towol - flee of sven you! touborq ort at esil tro? a 


isnoa1tsq to te09 alt noewiod obscr sd m2 noéitsqmios tuo, 189819 on 


Biers to Jaoo edt bus elnsd be1stisdo mort isn ensol sveceileend | [is 
ne 


29 


30 


Nethercut & Young 
Toronto, Ontario A1331 


(1) Allowing for the fact that directly comparable data are not avail- 
able, the operating expenses of a finance company such as Laurentide 
appear to be in the same range as those of chartered banks. Thus, 
for instance, the ratio of Laurentide's operating expenses to notes 
receivable outstanding (at year end) has Leeann 4.3% in the last 5 
years compared to an average of 5.0% in the ratio of chartered bank 
operating. expenses to loans outstanding in the same period. 

A more detailed allocation of operating costs to the credit 
granting activities of various finance institutions and intermediaries 
would probably show that such costs fall within a narrow range. It 


is not unrealistic to assume that efficient private, profit-making 


institutions should show a similarity in credit handling costs, and 


Laurentide submits that in this respect its method of operation is as 
efficient as those of the chartered banks. 
(2) There is a considerable difference in the cost of funds used by 
chartered banks and finance companies. While Laurentide's interest 
expenses as a percentage of note receivable and investments had aver- 
aged 3.4% in the last 5 years, the cost of money to chartered banks 
(expressed by a ratio of interest on deposits to total loans and invest- 
ments) has averaged 1.9%. This suggests to Laurentide that the major 
factor involved in the development of a profitable rate structure by any 
financial agent, including the sales finance companies, the consumer 
loan companies and the chartered banks, is the difference in the cost 
of funds available to the credit grantors. These ratios of costs cover 
the whole range of lending by the respective institutions from small 
personal loans to loans totaling millions of dollars. 
(3) The Small Loans Companies carry a substantially higher cost of 
operation for two reasons: 

(a) The high number of esp balance loans which cause high 

"per unit'' handling costs. In 1960 the average small loan 

made was $501 and the average small loan balance outstanding 


was $409. Over 51% of the total dollar outstandings of the 
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Torente, Ontaric A1332 
1 
¢ group of small loans companies analyzed was in this category. 
3 (b). The small loan business is small unit business and, based 
4 on many years of experience of. many companies, a necessary 
5 factor in developing a profitable volume is the use of commercial 
6 advertising techniques. The total of notes receivable of any one 
7 loan company over a period of time will bear a strong relation- 
P ship to the amount of that company's advertising activity. 
(4) Data available from the Superintendent of Insurance and resulting 
9 
evidence submitted in the various investigations of the Standing Com- 
10 , é 
mittee of the House of Commons on Banking and Finance suggest that 
it consideration be given to the following points: 
12 (a) The chartered banks apparently cannot operate in the small 
13 loan business without increasing their over-all operating costs, 
14 including advertising costs. 
15 (b) If the banks are to continue in the small loan business and 
16 to profit by it they must either increase their present small loan 
: lending rate substantially or, alternatively, the other sources of 
1 
bank business will have to bear the burden of increased costs. 
18 
(c) The banks, by remaining in the small loan business at current 
19 ) 
rates of interest, will undoubtedly reduce the number of truly 
20 ; : et ' 
credit worthy customers available to those companies operating 
21 in the small loans business and will, therefore, force the need for 
22 | a substantial increase in cost of funds borrowed by that segment 
23 of the population from the small loans companies or, alternatively 
24 will force the small loan companies out of business with the result 
25 that an important segment of the Canadian population will be denied 
26 access to proper credit facilities at time of need. 
Inequities in Competition from the Credit Unions, Chartered Banks and 
2 Industrial Development Bank 
28 Credit Unions 103, Earnings are subsidized by way of tax exemption evan 
29 though the credit union movement is "big business'' and should have the same 


30 responsibilities to the over-all economy as other businesses. 
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Torenté, Ontaric A1333 
i i 
Chartered Banks 104. 
2 (1) The banks earnings and, therefore, the ability of the banks to compet 
3 is improved through their right in Canada to accept deposits - a priv- 
4 ilege that is not available to the acceptance or small loans companies. 
5 (2) Bank earnings are favourably affected by the ability to defer income 
6 taxes through the medium of special reserves. 
7 (3) Bank earnings are improved by way of the fact that rate competition 
is now non-existent. 
8 | 
(4) Bank earnings are presently being improved through the fact that the 
9 
chartered banks, as bankers to the finance industry, have been able 
10 hy 
to utilize the confidential but valuable experience of the finance com- 
11 panies in selecting customers for personal loan solicitation. 
12 (5) Laurentide's ability to compete with the banks has and is continuing 
¥ p 
13 to be weakened as access to bank funds in the long run is gradually 
14 removed and as the cost of funds supplied by the banks is increased. 
1s (6) Laurentide's competition with the banks is weakened by the fact that 
16 Laurentide has only one banking source in Canada, and that is the 
chartered banks as a group. Credit and operating decisions made 
17 
by any individual bank in Canada invariably have proven to be the 
18 
same as those of all other members of the group with regard to 
19 
Laurentide. 
20 Industrial Development Bank 105. The Industrial Development Bank 
Zt is a Crown corporation. Its declared purpose is to provide financial 
assistance to those who are "'engaged or about to engage in an industrial 
828 82g 
93 enterprise in Canada''. Among the four basic conditions that the pros- 
94 pective borrower must comply with is the following: 
95 "....the required loan is not available elsewhere on 
reasonable terms and conditions". 
26 
The rate at which the 1.D.B. lends money has fluctuated between 6% 
27 | 
and 71/2%. The1.D.B. charges a commitment fee of $50 plus 2% per 
28 
annum on the amount by which the credit accepted exceeds $25,000. 
29 Prepayments are subject to a prepayment fee of 6% of the amount pre- 
30 
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period of time lengthens, to not less than 2%. 

106. The I1.D.B. has been soliciting business through daily news~- 
papers, financia} and business newspapers and periodicals. It has 

met with considerable success in increasing its outstandings. Of 
course, the primary reason is the cost of funds which are available 

on aterm basis. The terms generally run from 3 years up to 10 
years. From the end of 1959 to January 31, 1962 the 1.D.B. has 
disbursed $83.1 million in loans and approved in excessof an addit- 
ional $36 million. 

107. Laurentide, commencing three years ago, encountered a number 
of cases where commercial loan teen ys by Laurentide were not being 
finalized. The reason eventually was determined to be that the 1.D.B. 
was approving loans for the same ney Naturally, the lower cost of 
money nee more attractive and where choice was available, the 1.D.B. 
loan was accepted. While the frequency of direct conflict appears to 
have decreased, the fact is that the detrimental affect of the lending 
policies of the I.D.B. on the finance industry has increased substan- 
tially. This is evidenced by the loan increases quoted above and by a 
review of He Dun & Bradstreet weekly bulletin which has listed a sub- 
stantial Rit, of companies SPER recipients of I.D.B. loans who 
would qualify without difficulty for similar size and term commercial 


ha 


loans not only ree Laurentide but from many of the other major fin- 

‘ance companies a Canada. 

108. Contacts with the 1.D.B. by Laurentide have resulted in certain 

authoritative declarations: 

(1) Capital of the I1.D.B. is obtained from the Bank of Canada and 
although the I.D.B. is free to sell its debentures on the market, 
to date it has sold only to the Bank of Canada. 

(2) The cost of funds to the 1.D.B. is a rate of interest approx- 
imately 1/2 of 1% more than the yield on Government of Canada 


securities of the same maturity as the debentures under which 


the funds are obtained, 
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Terente, Ontaric A¥S35 
1 
(3) The I1.D.B. is not required to pay income tax on its net profits, 
2 
(4) If finance companies become established as normal and direct 
3 
lenders to small and medium sized borrowers, the 1.D.B. might 
4 extend the same type of consideration to finance companies (the 
5 bank does take certain precautions to see that the credit being 
6 applied for it not likely to be forthcoming on reasonable terms 
4 from normal channels) as is now extended to other lenders. 
8 The Effect of Advertising 
109. Special comment should be made on advertising in view of the 
g 
fact that it is a major form of communication, an important method 
10 
of developing business and is very expensive, 
11 to tise . . | 
110, First, it has been Laurentide's habit to be rather conservative 
12 in the volume of advertising it has undertaken although the pressure 
13 to increase advertising budgets is mounting daily. The pressure to 
14 do so is being exerted by competitor finance companies as well as b 
8 7, p Pp yy 
15 || certain government agencies, the credit unions and the banks, 
| | 
16 | 111. The following will apply to the advertising activities of govern- 
17 | ment agencies and chartered banks. 
| 112, Laurentide has undertaken a number of studies of the results of 
18 
advertising and has arrived at certain conclusions with regard to this 
19 
field: 
20 
- The volume of advertising undertaken by any business, in 
21 


comparison with that done by another business in the same 
field has a very strong influence on the customers decision 
as to the business source with which it will deal (subject to 
the quality of advertising being comparable). 


- The public image of the advertiser which has been developed 


over an extended period of time will lend emphasis to the 


content of the advertising message. 
113, In Canada, the situation is such that the small loan companies 
spend approximately $1.9 million in advertising a year. It is estimated 
that the sales finance companies spend approximately one half of that 


amount. Thus, approximately $3 million in advertising expenses are 
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divided among 80 companies licensed under the Small Loans Act and 

in excess of 37 sales finance companies. Laurentide is not familiar 
with the amount of money spent by government agencies on advertising, 
114, However, an analysis has been undertaken, based on an audit 

by Elliott-Haynes, of print advertising expenditures and consumer 
publications in Canada. Projection of these estimates has suggested 
that it is reasonable to estimate that the chartered banks in Canada 
plus the Canadian Bankers Association is spending approximately 

$6 million a year on advertising. The chartered banks do not ad- 
vertise on radio and TV in Canada as a result of an agreement between 
them not to use these media, thereby avoiding higher advertising costs. 
115: These figures do not give consideration to the advertising value 
of approximately 4,500 buildings of the chartered banks across Canada. 
It is Laurentide's intention in considering the foregoing estimates to 
bring to mind the effect that a $6 million advertising budget will have 
on the Canadian public each year, particularly when such a budget is 
expended by the banking group whose very name adds immeasurable 
prestige to and supplements the validity of the advertising message. 
The implication of the availability of 6% per annum interest fabéd on 
personal loans extended by the banks has been frequently fostered by 


their programme of advertising. 


LAURENTIDE'S OBJECTIVES 


What are Laurentide's Objectives ? 


116, Laurentide's prime objective is to expand its position as a major 
financial institutim operating profitably in Canada and other countries. 
The methods of accomplishment are to be complementary to the busi- 
ness methods generally accepted in each area in which Laurentide is 
or will be operating. 

117, The objectives and methods of its achievement are to be such 
that they will contribute to a continuing development of sound economic 
and political growth and maturity in each area in which Laurentide 


operates. 
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In summary, Laurentide expects to be an important and respon- 


sible member of the financial community wherever it is situated. 


How Will Laurentide's Objectives be Achieved ? 


Achievement is realized only if Laurentide and the atmosphere 


in which it operates are in harmony. This means that the following 


% 


ingredients must be available: 


There must be a market for ladrenniiats services. 
Laurentide must offer a product that is appealing to the market. 
To date, Laurentide has been successful in this regard. Obviously 
the appeal for Laurentide's services depends upon the following: 
(a) the price of the product 
(b) the speed and efficiency with which the product can be 

placed in the users' hands 
(c) the value of the service, on a continuing basis, to the market. 
Laurentide must have access to adequate funds from reliable 
sources at predictable prices. 
Laurentide must have capable personnel. 
Laurentide must be able to operate in a freely competitive 
market with regard to the raising of funds and the sale of its 
products. Alternatively, it should be a recognized member 
of specifically controlled markets where the scope of its function 


is clearly outlined and limitations are imposed in a concise manner 


LAURENTIDE'S BASIC ASSUMPTIONS UNDERLYING ITS RECOMMEND- 
ATIONS TO THE ROYAL COMMISSION 


In developing its recommendations, a number of basic thoughts 


have been used as the foundation for Laurentide's recommendations. 


They are as follows: 


The finance industry is a needed industry in any country that 

wishes to progress, economically and socially, in the fastest 
and most efficient manner. 

The current health of any industry and its members, and the 

value of that industry to the people of the country are directly 


related to the degree of free competition that exists within that 
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industry. 

Neither the finance industry nor its members can justifiably 
make any recommendations if they cannot be proven to be of 
value to the rest of the community. 

Where it becomes evident that the community requires certain 
protections, aside from the natural controls imposed by market 
forces, such controls must be designed to encourage pure com- 
petition and must not in any way act to create an omnipotent 
group within the community in that industry. 

Protections provided must not be allowed to become a crutch 
upon which an industry or unhealthy members of that industry 
can rely in the absence of ability or a market for the product. 
Protections must be designed in such a manner that investment 
in the industry involved is neither encouraged (in relation to 
other industries) nor discouraged. The public need for products 
and/or services and the resulting profit or eas history of the 
industry and its individual members should be the deciding 
factor as to which competitive package will be purchased. 
Protections to the public, basically, should consist ef potential 
authority to prevent misleading advertising, the use of methods 
that ive harassment, and the presentation of products which 


jeopardize public health and welfare. 


PART III - RECOMMENDATIONS OF LAURENTIDE FINANCIAL 


P21, 


CORPORATION LTD, 


Government Regulation of Sales Finance and Consumer Loan Companies 


(1) Laurentide recommends that the Royal Commission urge the 


Dominion Government to refrain from imposing further restrict- 


ions on the sales finance and consumer loan companies. 


Reason: Competition within the industry and from without is 
severe enough that the loss of customers as a result of any 
abuses that might be practised is already an effective restraint. 


Present laws (Dominion) are satisfactory and are very effective 
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1 
2 when actively administered, as they are now, for example by 
3 the Department of Insurance. 
4 (2) Laurentide recommends that the Dominion Government be 
5 urged to retain control of all policies affecting financial 
institutions of all types and that it not allow controls to rest 
6 
in the hands of various Provincial governments. 
7 
Reason: Monetary policy, to be fully effective and free of 
8 | . 7 
local influences, which are not necessarily in the interests 
e of the Dominion, must be applied on a nation-wide basis. 
10 (3) Laurentide recommends that the Lominion Government ' 
11 institute a standardized method of disclosure of borrowing 
12 costs in dollars and cents across Canada, and that the rules 
13 of disclosure apply to all suppliers of credit. 
14 Reason: This information is the most important criterion 
in the consumers assessment of the cost of credit. 
15 rf 
Financial Assistance to Borrowers by Government Agencies_ 
16 for | 
122, (1) Laurentide recommends that all financial assistance 
17 
rendered by government agencies, directly or indirectly, 
18 ) , sia 
be subject to presentation of proof by the prospective bor- 
19 rower that funds are not available from other recognized 
20 . sources of funds, including: 
21 Sales Finance and Consumer Loan Companies 
22 Chartered Banks 


Life Insurance Companies 
Mortgage Loan Companies 
Reason: Such a ruling will allow the Government to avoid 
placing itself in the position of competing with private enter- 
prise. 
(2) Laurentide recommends that financial assistance rendered . 
to certain categories of borrowers as provided for in Special 


Acts of Parliament be handled in a manner that precludes non- 


deserving borrowers from taking advantage of low cost funds, 
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loss of which is guaranteed by the Government and, secondly, 
in such a manner that no privately owned financial institution 

in Canada is given unfair competitive advantage. Specifically, 
the following alterations in present handling should be made. 
National Housing Act: 

According to information provided to Laurentide by bankers, 
loans granted under Parts 1 to 1V of the National Housing Act 
have been made in line with the conditions outlined in the Act. 
However, apparently it has not been necessary for the banks 

to prove loss on defaulted accounts. The practise has been 
for the branch of the chartered bank to submit a request for 
payout by the Central Mortgage and Housing Corporation 
through the head office of the bank involved. The payout by 
C.M.H.C. has been by cheque submitted directly to the branch 
requesting payout. This method has been dtikiaed with regard 
to Insured Mortgage Loans (Part 1),Guarantee of return on 
Housing for Rental Purposes and Land Assembly (Part II) and 
the guarantee of Home Improvement Loans and Home Exten- 
sion Loans (Part 1V). 

The present method of administration, in effect, has channeled 
potential mortgage company customers into the chartered banks, 
and potential sales finance and consumer loan company custom- 
ers into the same institutions. Thus the chartered banks have 
been favoured in their activity and have, as a result, been able 
to create, at a competitive advantage, other profitable business. 
In addition, the apparent intention of the Bank Act was to have 
banks operate in the demand (short term) loan business. This 
intention is not achieved when the banks are allowed to accept 
25 year mortgages under Part 1 of the N.H. Act. 

The banks have also used Part 1V of the N.H. Act (Home 
Improvement Loans and Home Extension Loans) as a method 
of attracting customers who are eligible to borrow without 


guarantee. As an example, a bank, under the terms of the 
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N.H.Act, Part'l1V, may receive a yield 5 1/2% per annum. 
However, if the borrower is strong enough the bank will 
provide the borrower with a personal loan at a discount of» 
up to 6% (yielding up to 12% -interest per annum). The 
result is that the N.H. Act has been used by the bank to 
advantage over its competitors. 
Laurentide recommends that all financial assistance ends 
ered directly or indirectly to borrowers by way of govern- 
ment loan or government guaranteed loan be specially clas- 
sified with regard to interest and/or discounts payable. The 


reclassification should be such that interest payable on such 


loans (where presently such interest is tax deductable) is to 


be considered as a non-deductable expense in the calculations 


of income tax payable. This policy should apply to loans made 
by the Industrial Development Bank and loans made under the 
terms of the National Housing Act, Farm Improvement Loans 
Act and Small Business Loans Act. 

Raseon Oftentimes such loans are made to epg teeee who 
are poor risks and/or in support of doubtful enterprises from 

a security or "potential success" standpoint. Therefore, 
there is an element of risk involved which is completely under- 
written by tax-payers throughout the country. Inasmuch as the 
loans made by the Industrial Development Bank take the place 
of risk capital, it is reasonable that the same standards ne 
taxation that apply to capital contributed by preferred and com-~ 
mon shares should be applied to the funds provided by the 


I,D.B. The introduction of such a method will automatically 


‘reduce the number of applications frcm potential borrowers 


who do not warrant special assistance and who, in fact, are 
looking only for cheaper money than is available from com- 


petitive nan-government sources, 
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Farm Improvement Loans Act. 

123. This Act has been used to the advantage of the chartered 
banks in the same manner as the National Housing Act. Evidence 
of the results of the advantages provided to the banks is provided 


by D.B.S. statistics which show the following: 


At December 31, 1961 Total of Balances Outstanding 
Farm Improvement Loans $194.3 million 
Other Farm Loans $290.7 million 


Under the terms of the Farm Improvements Act, the available 
yield to the banks is 5 1/2% per annum. By making a loan outside 
of the jurisdiction and, therefore, without the protection of the Farm 
Improvements Act, the bank can increase its yield from 5 1/2% per 
annum to a yield ranging from 6% per annum to 12% per annum. 
While Laurentide does not criticize the fact that the bank makes 
such loans outside of the jurisdiction of the Act, it is concerned 
over the fact that, through the Act, the banks have been givena 
solicitation aid to the competitive disadvantage of other lenders, 
Laurentide also questions the judgment of the Farm Improvement 
Loans. Act in providing funds to borrowers who are not eligible 

for a standard type of bank loan (the less credit worthy applicants) 
at approximately the same or a lower cost than is available to ind 
more worthy credit risk. 


Suggestions with Regard to Monetary Policy in a Free Enterprise 
System 


124, Laurentide's suggestions are made in two parts. The first 

recommendations refer to policy. In the second, recommendations 

take the form of suggested specific steps to be initiated in achieving 

the targets established in the first group of comments. 

Monetary Policy 125, 

GL) Laurentide suggests that monetary policy be formulated in 
all respects by the Dominion government, and be admin- 


istered by the Bank of Canada, 
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Laurentide suggests that monetary policy be established in 
such a manner that regulations, when needed, be designed 
to avoid favouring or acting to the disadvantage of a partic- 
ular industry or group of industries. 

Laurentide suggests that when changes in monetary policy 
are to be initiated, this should be done in a manner which 
will affect credit practises in a positive manner. This 
point bears explanation. The methods of control restricting 
credit, in the past, have been positive (although directed 
towards one industry basically). However, government 
policy with regard to encouraging capital investment by 
eee of a freer credit policy abe, not always been of a 
similar nature. This was evidenced during the govern- 
ment's programme of encouraging small business loans, 
Originally, the banks were asked to co-operate with the 
government in making funds available to small businesses 
for the purpose of increasing Canadian business activity. 
The banks co-operated to the maximum in light of the risk 
factors involved but their lending activity was not as ex- 
tensive as the government had wished. The target of the 
government, therefore, was not achieved until it decided 
to strengthen the covenant of the potential Small Business 
Loan applicant by supporting it with a guarantee to the banks. 
This incident gives rise to the question of whether the ends 


that the government had in mind would have been more posi- 


tive if it had allowed a higher rate of interest to be levied and 


had worked with the sales finance companies who have been 
traditionally in this business. An additional advantage in the 
case of such a decision undoubtedly would have been a reduc- 
tion in the need for loan guarantees by the government. 
Laurentide suggests that monetary policy should be designed 


to encourage the lowest possible cost of funds, in the long 
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run, to all: types of borrowers keeping in mind that the cost 
should not arbitrarily be established at a level which will 
result in a denial of credit opportunity to any part of the 
Canadian public. 

(5) Laurentide suggests that monetary policy be designed ina 
manner to encourage maximum flexibility, that is, that the 


results of changes in policy are such that the Canadian money 


market will react quickly to changes in policy. 

(6) Laurentide recommends that monetary policy and all assoc- 
iated legislation, whether it involves rates, terms, disclos- 
ure, documentation, etc. , be placed under the authority of 
the Dominion Government. 

(7) Laurentide recommends that monetary policy instituted by 
government to support national business needs by way of 
direct subsidy and/or guarantee should be reviewed from 
time to time with a view to removing support as soon as the 


need has been satisfied or no longer exists for other reasons, 


In this manner, justifiable government support will not be able 
at a later date, to be used as a crutch by businesses and busi- 
ness activities which are not eligible, in fact, for support. 


Specific Methods of Implementing Laurentide's Suggestions with Regar 
to Monetary Policy as it Affects Certain Government Aid Programmes 


126. The Canadian financial system should be constructed in such a 
manner that it will have to react positively, at all times, to govern- 
ment monetary policy. 

127. . In essence, this means that the basic banking system of the 
country must invest and lend in such a manner that all fee eee 


and loans can be liquidated within a reasonable period of time. 


128, Liquidity will be improved if Canadian chartered banks will 
undertake only that type of lending which can be considered to be 
demand or short term (less than:one year) in nature. 

(1) Therefore, Laurentide recommends that the present term- 


lending functions handled by the Canadian banks on a govern- 
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ment guaranteed basis should be transferred to financial 


1 

agencies more suited to this type of lending. In this regard 
y) 

present term-lending functions can be identified and alloc- 
3 

ated as follows: 
4 

129, (a) Insured Mortgage Loans (National Housing Act, 1954 
5 
Part 1 as amended. 
6 ; Bae. 
These are term loans which should be administered by 

7 recognized insurance/mortgage companies. 
8 130; (b) Guaranteed Return Undertakings of C.M.H.C. (National 
9 Housing Act, Part Il as amended). 
10 The administration of this function should be made the 
11 responsibility of recognized insurance/ mortgage com- 
12 panies. 
#3) 131. (c) Home Improvement and Home Extension Loans (Nat- 
14 ional Housing Act, 1954, Part 1V as amended). 
15 Should be handled by all recognized sales finance and 
16 consumer loan companies. 
17 L32% The maximum rates at which such loans should be available 


will best be determined by special study of a government 
committee working with members from each of the lending 
industries that will be directly involved in the particular 
field. Maximum rate levels will be considered in relation 
to the source and cost of the funds to be used in making 
advances, keeping in mind the existence or non-existence 
of established competition in the field. Competition will 

- automatically have a regulatory effect on interest rates. 
The extent of exposure of the government corporation est- 
ablished to guarantee such loans can be reduced greatly in 
dollars and as a percentage of loans made. This can be 
partially achieved by having the lending agent share the risk 
with the government corporation. 


(d) Small Business Loans 
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The function of lending to small businesses in the manner 

and for the purposes specified in the Small Business Loans 
Act should be placed on the shoulders of the recognized 

sales finance companies in Canada. The field of business 
loans is traditional among the sales finance companies who 
have personnel trained in administering this type of pro- 
gramme. Again, the ad to which the government should 
be expected to guarantee losses would be less than is neces- 
sary under present method:. The industry would be prepared 
to share risks subject to the matter of the interest rate 
chargeable and sources and costs of funds used being reason- 


ably determined. 


{e) Farm Improvement Loans 


(f) 


The function of lending to the farmer should be distributed 
effectively among the sales finance and consumer loan com- 
panies, the chartered banks and the insurance/mortgage 
companies, The spread of sources would complement 
competition at every level and would result in more effect- 
ive use of available funds. Again the degree of loss expos- 
ure to the government would be effectively reduced, 

In addition to the HOME ELIHU OM DE carr hant ne functions 
now undertaken Hy the chartered banks with the government's 
endorsement, it is recommended that the activities of the 
government as a term lender to the farmer be reviewed and 


adjusted to correspond to existing needs, 


The Industrial Development Bank 


Laurentide recommends review and revision of the functions 
and terms of the activities of the Industrial Development 
Bank and, further, strongly recommends that interest paid 
to the Industrial Development Bank by borrowers be treated 
as a non-deductible expense for the purpose of computing 


income tax payable. 
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Reason: The efforts of the Industrial Development Bank, 
: while obviously of good intention, do not necessarily cor- 
ze respond to Canadian need. The suggestion made here is 
3 that the Industrial Development Bank is fulfilling a function 
4 that is already being served, for the most part, by the 
§ chartered banks, the dch¥ athe and mortgage companies 
6 and by the sales finance, consumer icKA and other types 
7 . of financial institutions in Canada. It is estimated that 
8 approximately 50% of the loa:s authorized by the Indust- 
9 rial Development Bank in the past two years would have 
10 been readily granted by existing profit-making companies 
1 had they been given the opportunity to underwrite the bus- 
12 iness. The reason that the opportunity was not given to 
13 those independent companies has been purely a matter of 
‘ the borrower seeking funds at the lowest cost to himself. 
A The position of a government agency which has been formed 


to expedite economic progress should be one of fulfilling 

what could be termed as a "potential demand". Thus, in 

its purest sense, the Industrial Development Bank should 

make Baty for the following purposes: 

“ The financing of research conducted by individuals 
or companies which is considered to be pure enough 
that its profit producing potential on a commercial 
basis is insbuatoi but which, if successful, would have 
reasonable future commercial value. 

= Financing the initial development stages of companies 
whose products or services are apparently needed but, 
also, which are new enough to a given area or areas 
that the supply of risk capital and/or borrowed funds 
is so small that development cannot be completed. 

* Refinancing of members of key industries (lumber, 
fishing, transportation, mining, for example) who, 


because of management problems or marketing prob- 
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lems (which are outside the control of management) 
have Pcouniered difficulties which are serious enough 
to have resulted in a complete loss of access to funds 
from other sources. A major justification for the 
issuance of funds by the 1.D.B. in such areas anda 
prime condition of such a loan would be a management 
re-organization that has added materially to the ability 
and judgment of the executive group of the company, 
Government subsidized or guaranteed credit systems 
must be designed in such a manner that abuse of the 

. privilege of applying for and receiving assistance is 
avoided. 
It is axiomatic that any system of credit that Biavides 
lower cost funds to the less desirable credit risks than 
does the regular credit market can be considered to be 
misdirected and a target for abuse. .The present Tiethod 
of operation of the Industrial Development Bank and the 
methods employed in the handling of government guar- 
anteed home improvement loans, farm loans and se 
business loans are im contravention of the axioms of sound 
lending for the prescribed purposes which have been out- 
Lined, 
Thus the Industrial Development Bank should be re- 
oriented to operate in such a way that it does no more 
and no less than serve a specific and clearly defined need. 
The Industrial Development Bank is not a tax payer and, 
as earlier discussed, its function is supposed to be such 
that it is a source of risk funds to be used in new product 
development or as "last resort" financing for businesses 
and industries whose existence is required but in jeopardy 
as a result of previously weak management or a changing 


market. 
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Thus the opportunity to be born or, alternatively, 

the opportunity of survival offered by the 1.D.B. 

is, of itself, a major contribution by the people 

of Canada to those to whom the 1.D.B. extends 

its assistance. The key words in referring to 

its function, then, are ''risk funds", Realistically, 
the 1.D.B. provides a substitute for capital funds, 
the servicing of which is not an allowable expense 

in the computation of income tax, 

This gives rise to the question as to why risk funds 
should be provided at extremely low cost without 
expectation of any compensatory return from those 
who benefit from this great service. From a pure 
commercial, as well as a public standpoint there is 
no reason, Thus, those who are eligible for 1.D.B. 
assistance should be afforded the full advantage of 
the aid at the time that it is most needed but, at the 
same time, the Canadian business man and consumer 
should have the assurance that those businesses that 
have benefitted by such assistance will have yecdenized: 
in a material way, the very great opportunity to survive 
that was made available through the fbatebanes of the 


public. 


. Chartered Banks in Canada 


Laurentide recommends that: 


(a) 


(b) 


The chartered banks in Canada should engage in the 
method of operation which will contribute most to the 
maintenance of a flexible national monetary policy. 
This is best achieved by adhering to a system which 
keeps loans in a position whereby they can be liquid- 
ated on demand, 


The chartered banks should comply immediately with 


YF ar i. ) $i ie 
i jit fd WAL Me 3 ¢ 
Ree Loon at A 
y pA Ty ia 
4 


= ke ; q 
"Bi ge _ 


iy i 


Lis 
il 
‘ 


r! 


.Ylevitentetis ,10 atod ad of Yiiauitoggo od eudT 


-&.4.1 oi yd betetto Isvivive lo.ytingstoggo srl 


sigosq ort ya soltudixtnos TO/s ar 5 ctsedi to cat 

abnoixs -@,0.1 off mrodw ot seo} of sbsas0 to 

93 anixteios nt ebrow yo sAiT . ssonsieieas ati 

. YllsotialiseA Vebaut Aegis" 96 ted} , soitonut edi 

pebnut isdigqso rok stujitadue 6 esbivorg -G&,a.0 ont 

chris eidewotls a6 jon aft doidw to gnioivise exit 

x83 sooo to motisingatos en} ni 

ebnut Asst vdw ot es nolasup odd of Sait aevig eidT fbi 
tuorliiwr tao9 wol ylemetixs is bsbivotq od bivode 
seont arort atuist yrojsamseaqrmtos yas to nolisiseqxs 
siug 8 aor ie edas jisstg etdi mtoxut titensd odw 
al stedt tntogbaste stidug 6 8s Ilow @s6 «isis tecntaros 
.&.0.1 tol sidigifs ete ow seod} ,andT .noeset on 
io eysiansvbs Iiui od} bebtolts od biluode sonstetees 
efi is .jud bebsen feo: ef t-isdt ocetit ould js bis odd} 
temivenoo bas seo sesnieud nsibsasO ond etd 9mise 
jadi esegscieud seod} jars sonsiueas oi sved binode 
abexingoost avsd iliw sonsteieas dova yd bettitsned sved 
| evivine o} yiauttogqo isstg ytov sd} . ysw Isitoise s fi 
ant to eenabitene edi dguotd) oldslisvs sbsat eBw isd} 

| ,oildug te 

sBbhansO ai aansa beretisdo .lieg 

‘tect ebascretose 1 ebijnetust 
oft ai sgsgas bivoda sbsnsO at adlnsd betetisds sAT (s) SSI 
edit of geom studitinos iw doidw aolistego to bodts on 
.yotlog yirstsnom: Isnoiisn eidixelt s te sonsmeinis en 
_ floidw credeye s of gniztedbs yd beveidos jaod ai eidT 
~biupil od aso yedt yderendw noitieog s nt ansol eqsor 


_ -bnscisb no bets 


S 
* 
r 
M4 te eee | 


Ay fact 
7% as Tt ; ; Pai wt ; Sey ee 


 dtiw ylsisibsarmi yiqeios bivode eansd betsizrsdo siT 


Nethercut & Young 
FF 
Torente, Ontaric A1350 


(c) 


(d) 


the instructions and intentions of the Bank Act in 
all its phases and most particularly with regard 

to the maximum legal rate of interest as specified 
in Section 91 of the Bank Act. 

While Laurentide recommends that the Bank Act, 
as assented to on June 26, 1954, should not be 
amended except as it pertains to government guar- 
anteed loans and term loans (refer to earlier sec- 
tions of this brief), J .aurentide is also aware that 
certain alternatives may come to light during the 
1964 review of the Act which may result in revis- 
ions of authority and rate, In such an event Laur- 
entide recommends that: 

(i) both the intention and rules of the Bank Act are 
clearly understood and adhered to (refer Section 

91 of the Bank Act). 

(ii) if bank loans are to be of the nature of demand 
loans then an interest rate (not discount) ceiling of 
6% per annum is adequate and Section 91 should 
remain undisturbed, 

(iii) if the ceiling established under Section 91 is 
to be changed by virtue of the fact that banks are to 
engage in higher risk and longer term lending, then 
the interest ceiling should be higher than the rate © 
currently charged and, therefore, should be in excess 
of 12% per annum interest. 

(iv) the banks should be required to pay interest on 
the average daily balance on all savings accounts, 
regardless of the term in excess of one day in which 
the deposit remains with the bank, 

Sections 99 and 100 be amended to eden: further 


chartered bank mergers or sale to other established 
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banks in Canada. 


146, (e) The Canadian Bankers Association should operate as 
any other association of this type and should not be 
used as an instrument in the support of anti-compet- 
itive practises. 

Laurentide's reasoning behind the foregoing recommendations is as 

follows: 

147. Dir ane Loans vs. Term Loans’ The continued expansion of the 

chartered banks pee term loan field is endangering the basic and 

sound principles upon which the Canadian banking structure was 
founded (and which protected Canada from the’same degree of dis- 
aster as was experienced by many countries in the '30s),. The gistity 
of the Canadian finance system to remain elastic and, therefore, 

sensitive to shifts in economic need is becoming increasingly im- 

paired, 

148, The return of a demand cor policy to the chartered banking 

system would have five favourable results: 

(1) The banks will become even more reliable and responsible 
sources of funds to the rest of Canada's commercial com- 
munity. 

(2) The banks will automatically become supporters of both new © 

and already established businesses rather than competitors 
for funds which can be used productively by those businesses, 

(3) It will encourage continuing competition within the various . 
lending industries, It will also contribute to the maintenance 
‘of a healthy secondary finance industry which will continue to 
serve, as a result of its normal reaction to changes in mone- 
she policy, as an effective buffer between the Bank of Canada 
and the chartered ee and the persons most specifically. 
affected by changes in monetary policy - the consumer. 
Historically the sales finance and consumer loan companies 


have served very capably in this capacity as a result of their 
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natural need to retain customer confidence in a highly com- 


petitive business. 

(4) Maximum liquidity of the chartered banks will be assured. 
(5) The danger of the potential development of a fully monopo- 
lized financial industry in Canada will be decreased, 

149, Interest Rates Section 91 of the Bank Act is very explicit 
in intent and wording. Yet the chartered banks in Canada have by- 
passed its instructions with the introduction of various personal loan 
plans yielding in 6 f8 PD of 6% per annum interest. 

150, Laurentide Financial Corporation Ltd. wishes to point out 
that if its-subsidiary, Laurentide Finance Company, which was in- 

? corporated by a Special Act of Parliament and operates sab peel to 
its compliance with the rules laid down in the Small Loans Act, were 
to revise its rate structure on the basis of the same justifications 
formulated by the chartered banks, Laurentide Finance Company's 
license to do business in Canada would be revoked immediately. 
151,  Laurentide is opposed to any undertaking en is ny violation 
of the authority and responsibility granted by the people. 

152. cultiall Mortgage Financing by Chartered Banks The 1954 
revision of the Bank Act introduced Section 76 as an amendment to 
the Act. lLaurentide suggests that the intention of the amendment 
apparently has ee misunderstood by the chartered banks who have 
used it to AR RS use of higher rates in the banking field. 

153, The final interpretation of the purpose of the amendment by. 
the members of the Banking Committee seems to be that Section 76 
was proposed to aid the banks in their efforts to serve fully the 
market for loans to individuals at a rate within the maximum legal 
interest rate of 6% per annum. At that time a specific proposal to 
increase the rate to 12% per annum was made but this proposal was 
rejected by the Committee, 

154, Treatment of Savings Deposits When the chartered banks offer 


investors in the short term money market a return calculated on a 
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daily basis, it seems reasonable to suggest that interest payable 

on savings deposits should be determined on the basis of the aver- 

age daily balance. 

2. Manufacturer and Vendor Owned Finance Companies 

155, lLaurentide suggests that the’ Royal Commission should in- 

quire into the background and operations of the manufacturer and 

vendor owned finance companies to determine the degree to which 
they are receptive to monetary policy and to determine their impact 
on the competitive system. 

156. Reason In reviewing the progress of the finance industry to 

date and in trying to evaluate its future, Laurentide has continually 

been confronted with the possible existence of two special factors: 

(1) The sensitivity to monetary policy of manufacturer/ vendor 
owned finance companies. For the most part these companies 
cannot be considered to be sensitive to monetary policy in the 
manner expected by the monetary authorities. The reason for 
this is that, in addition to having sources of funds similar to 
those of other financial institutions, the captive finance com- 
pany has access to the entire financial resource of the parent, 
and, normally, the mechanical arrangements possible are such 
that the effects of government monetary policy are negated. 


(2) The pressure that the captive finance company is capable of 


exerting on the customer of the parent. It seems that ,often- 
times, unusual pressure has been Bone to bear on customers 
(generally franchised) for the purpose of eliminating compet- 
ition, 
3. Credit Unions 
157, Laurentide recommends that credit unions be made subject to 
all of the responsibilities applicable to Canadian businesses which are 
established for the purpose of producing profit, including the payment , 
of income tax on profits, regeresien provincially and federally in | 


accordance with recognized methods of business registration, govern- | 
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ment inspection where applicable and proper auditing procedures 
as will become dhs’ in the eyes of shareholders if credit 
unions are forced to operate in a competitive manner. 
158, Reasons While credit unions as such were originally the 
result of an apparently genuine desire on the part of certain groups 
of people to provide a method of assistance to each other ona 
smaller scale, the credit union movement has grown far beyond 
the eal fraternal and mutual assistance programme that once was 
its justification, 
159. The 1954 Royal Commission on Co-Operatives defined credit 
unions in general in developing a description of the Caisse Populaire. 
~The Commission at that time said: 
"A Credit Union may be defined as an incorporated 
group of people with some well-defined tie of assoc- 
iation, occupation or residence who pool their savings 
in the form of shares and deposits and, out of the funds 
so accumulated, make loans to members only for pur- 
poses which are considered to be provident or productive. 
160, It is interesting to note that minors are allowed to become 
members of credit unions, often the only limitation involved in 
their membership being that they cannot become members of the 
board of directors or of the credit or supervisory committees. 
161, Voting power is distributed in proportion to the number of 
members - not in relation to share distribution. 
162. Dividends paid on investment in the credit unions are made 
avaliable in two ways. One is a rebate to borrowers on interest 
paid by them on loans outstanding during the year under review. 
The other method is by way of a declaration of dividends to be dis- 
tributed on a per-share basis. In many instances, the two methods 
of paying dividends are used by the same credit union in the same 
year, 


163. In nearly all cases dividends and interest rebates are dis- 
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tributed by way of credit to the shareholders account. There are 

few recorded instances of dividends and rebates having been paid 

in cash. 

164, By law, credit unions are exempt from taxes whether or not 

profits are distributed to members. 

165. Loans outstanding, in Canada, at the end of 1960 (according 

to the Credit Union Year Book - 1961) were $804,052 ,000 and 

total assets were $1,287,640,000. A major review of credit union 

activities and resulting conclusions will be contained, undoubtedly, 

in the brief to be submitted by the Federated Council of Sales Fin- 
ance Companies as well as by other corporations and associations 
heard by the Royal Commission. Therefore, to avoid repetition, 

Laurentide's comments in support of its recommendations will be 

confined to certain basic considerations. 

160.7 (a) The credit unions are ''big business'' in Canada and 
the U.S. and, except for a relatively small group of 

credit unions representing an even smaller percent- 
age of total loans and assets of the credit unions in 
both countries, they are conducted as net Recres feetors 
businesses, They are not a unique aeitee of credit 
catering to the needs of people who cannot receive 
similar accommodation at similar cost from other 
sources, 

167. (b) Credit unions actively compete with all other types of 
lending institutions and are using, as part of their 
method of developing business the methods of solicit- 
ation generally used by standard types of financial 
institutions, including direct mail, newspaper, radio 
and TV advertising and salaried sales personnel. 

168. (c) Although individual credit unions have continued to 
-attempt to represent themselves as working within 


restricted territorial limits as defined in Section 62 
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1 of the Income Tax Act, their method of operation can 
D now be termed as national and, in some cases, as 
3 international in effect. This has been made possible 
with the development of CUNA as the senior association 
4, 
in the credit union system and which is supported by the 
5 
credit union leagues in each province and by the credit 
6 
unions themselves in non-league areas. 
7 
169. The effect of this highly developed organization has been 
8 
the development of a very capable, integrated lending 
9 
service operating on an international basis. The complete 
10 die ile: a ane : : 
organization is also capable of providing strong financial 
11 intra-member assistance throughout North America. 
12 170, The entire system can now be very closely identified 
13 with any well-known franchise-granting profit producing 
14 industry in North America. 
15) 171. (d) Rarely do credit unions to-day serve people with a''com- 
16 mon bond"! and any continuation of the impression that 
17 this is so is not in keeping with modern day interpret- 
18 ations of interest similarities. For example, the com- 
19 munity or locale in'which one lives does not support in 
20 any way a ''common bond"! identity among the residents 
1 of a large urban centre. 
22 7c (e) The profits of the Canadian credit unions are so great 
93 that it is not possible to consider them as being devel- 
oA oped by any other than a system of high professional 
ability. 
25 
ge 4 (f) The potential tax revenue available to the people of 
26 
Canada out of the profits of the credit unions is such 
27 
that its use could assist materially in development and 
28 
welfare programmes throughout the nation, 
29 
W174, One estimate, based on loans and investments out- 
30 


standing of $804 million with a net profit of 2:5 to 3% 


of this figure, is that if the business presently handled 
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by credit unions actually was processed by taxable 
credit aba udbroues the additional tax revenue avail- 
able would be approximately $10 million, Local tax 
authorities would also benefit as a result of the 
revenues that would be avilable from credit unions 
through business licensing programmes, ether fees 
and provincial income taxes. | 

The cost of doing business of many commercial en- 
terprises would be reduced to an important degree as 
a result of the opportunity for those enterprises to 
charge a fair fee for office space, utilities, machinery 
and equipment which they are presently making avail- 
able to credit unions without charge, 

The cost of borrowing at the credit union is much 
higher than indicated when one takes into consider- 
ation the fact that the borrower is the major source 
of funds. 

One of the most important considerations in reviewing 
the siieneee of credit unionism in Canada is its lack 


of sensitivity to monetary policy. The regulatory 


periods of 1951, 1956 and 1959 in Canada did not have 


any effect on credit unions except to au piat them in 
materially increasing their sales volume. Naturally, 
much of the sales volume obtained by the credit unions 
at that time has remained lost to the standard type of 


finance and insurance/mortgage company. 


Recommendations Designed to Improve the Efficiency of Canadian 
Finance Company Operations 


ate (1) 


179. 


Laurentide recommends that the laws affecting and/ or 
regulating finance company operations be uniform acros 
Canada. 

Reason The effect of uniformity would be threefold) 


(a) Public confusion with regard to rates, regulatio:s 
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and the degree of protection that is available to the 
user of finance company funds will be effectively 
amended, 

(b) Along with the fact that the responsibilities of 
both the finance companies and the borrowing public 
will be clearly defined will be the advantage that the 
processes of law will be more easily set in motion 
by both parties in those cases where responsibility 
must be validated by pru-wess of law. 

(c) The costs of operation of the finance companies 
will be favourably reduced to the benefit of their 
customers and shareholders, 
Laurentide recommends that registration of liens 
remain in effect without need for renewal until such 
time as the lien is legally discharged by the lien- 
holder. 

Reason~ The fact that lien registrations must be 
legally renewed after certain periods of time have 


elapsed if the lien is to remain valid is an unnecessary 


expense and a feature of present day law that does not 


afford the borrower or third parties any particular 

Heed Aid Also, finance companies have often been 
afflicted with distasteful losses as a result of che here 
rowing public having a technicality to hide behind should 
the finance company, through oversight, fail to renew the 
lien, 

Laurentide recommends that, in the event its views on 
the adverse affect on liquidity in the chartered banks 
resulting from their rapid expansion in the term loan 
business is not shared by this Commission or the auth- 


orities enforcing monetary policy in Canada, the privilege 


of accepting deposits should be extended to the finance 
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Reason The major point justifying this recommend- 


Terente, Ontaric 


ation is that its implementation will assure a contin- 
uance of the availability, in the long run, of credit to 
all segments of the Canadian population at the lowest 
possible cost. 

184, The second siaritteation javete ee the liquidity of 
investments made with Canadian depositors funds. 

185, Should pee esas be successfully exerted to leave the 
banks in the term loan business at rates in excess of 
those presently authorized by Section 91, the result, 
as earlier indicated, is going to be a removal of access 
to credit for an important segment of the population 
and/or a substantial increase in the costs of credit to 
the same group or, alternatively, to all groups. Laur- 
entide is opposed to both and submits that the logical 
method of avoiding these results will be to allow the 
company to take advantage of a lower level of money 
costs through the acceptance of deposits, which will 
make it possible, in turn, to fill the vacuum, 

186, The granting of this deposit acceptance privilege would have 

three important results. 

187. (1) It would contribute to maintaining a source of credit 
at reasonable cost for the population group that is 
presently in danger of being abandoned. 

[8s (2) It would contribute to the maintenance of Herre ce 
possible cost to all credit users in Canada, 

189. (3) It would serve to create effective competition with 
the chartered banks, thereby strengthening the free 
enterprise system in Canada, 

190, Again, this amendment should serve to reduce the operating 

costs of the finance companies, The application of this recommend- 


ation will be greatly facilitated by the introduction of uniform legis- 


lation, 
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Recommendations Designed to Increase Business Activity in 
Canada and to Strengthen Canada's Position in International 
Trade and Commerce 


EOL, (1). Laurentide recommends the introduction of accel- 
erated depreciation. schedules on capital equipment 
as an incentive to modernize and improve plant 
efficiency and production, 

192. | Reason. Much of Canada's industrial equipment is 
outdated and causing high cost operation throughout 
the nation. The loss of tax revenue through higher 
depreciation allowances will be more than compen- 
sated for with an increase in taxable income of 
equipment suppliers resulting from higher sales 
volume. The amendments introduced in June of 
1961 and in previous years, while directionally 
correct, are not substantial enough to achieve the 
currently desired effect. 

93'S The acceptance of this recommendation will affect 
favourably the business of all commercial and fin- 
ancial houses, 

194. (2) Laurentide recommends that the Canadian govern- 
ment take immediate steps to reduce Canadian 
withholding taxes and to negotiate reductions in 
foreign withholding taxes. 

195. Reason Present tax treaties and practises are 
restrictive enough in effect to the extent that inter- 
national investment by Canadian businessmen in 
other countries and by business groups from other 
countries in Canada is discouraged to the detriment 


of the Nation's growth. 
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FINANCE COMPANY AND RETAIL DEALER CREDIT EXTENDED TO CONSUMERS 
BALANCES OUTSTANDING 


3 


4 SMALL LOAN ComMPANIES 2 DEPARTMENT SToREsSt OTHER RETAIL DEALERS4 Total 
Instalment Instalment Credit Finance 
Finance I Cash Ch Sus-TortAL | Ingtal Ch Companies 
Companies PCredi = Leans is Haag pie Accounts "Grade, Accounts ot rhea 
5 1 3 Agreements |ment Plans t t 5 
Millions of Dollars 
As at Dec. 31 
1953 516 3 173 101 66 859 183 274 1,316 
6 1954 492 6 209 116 70 893 206 293 1,392 
1955 599 6 273 147 80 1,105 230 294 1,629 
1956 756 13 343 161 83 1,356 248 306 1,910 
So 
7 1957 780 16 347 173 36 53 1,404 271 293 1,968 
1958 768 19 382 187 37 58 1,451 266 313 2,030 
1959 806 38 446 250 64 1,604 274 327 2,205 
eS 
8 1960 828 45 504 368 1,745 267 325 2,337 
1961 760 35 548 40) 1,744 270 335 2,349 
End of 
2) 960—Dec. &283 45 504 368 1,745 267 325 2,337 
961—Jan. 809 45 409 354 1,707 * ‘3 ¥ 
Feb. 794 44 499 339 1,676 ¥ ‘4 * 
10 Mar. 785 43 503 332 1,663 252 298t 2,213f 
Apr. 786 42 ve 331 1,667 * : § 
May 791 42 514 334 1,681 m og * 
June 799 42 520 336 1,697 252 306 2,255 
1 1 July 810 37 523 328 1,698 ig . e 
Aug. 808 37 526 331 1,702 . # bd 
Sept. 797 37 526 339 1,699 259 31lt 2,269} 
Oct. 784 35 525 347 1,691 ig ‘3 > 
1 2 Nov. 770 35 536 358 1,699 . = * 
Dec. 760 35 548 401 1,744 270 335 2,349 


SDURCES: Dominion BuREAU OF STATISTICS, DEPARTMENT OF INSURANCE, 
BANK OF CANADA. 
Conditional sale agreements held in connection with the financing of retail 
13 purchases of consumers’ goods, 


Companies licensed under the Small Loans Act and affiliated companies 


businesses rather than to consumers. From 1953 to 1956 instalment credit 
includes conditional sale agreements only. Commencing March 1957 it 
also includes other deferred payment plans which previously had been 
included in charge accounts. 


- Inaddition to the items shown here, quarterly figures are available on the use 


of oil companies’ credit cards from Dec. 1956 on. Balances were as follows: 
3 


engaged in making personal loans. Dec. 1956......... 2 Mar. 1960........ 37. --Mar.1961........ 9 

3/ Cash loans with no conditional sale contract but usually repaid in instal- Dee 19872 2650 k 32 June 1960... 4... 42 Tithe 1961, ..., oh. 45 

14 ments. pS | ee: 8 35 Sept. 1960...7.... 51 tS 2a Ct 53 

4/ Data are based on DBS series. Excluded from these figures are charge Deci i989. asi ae 40 Dec, 1960. c 7 .. vats 43f) Dee. 1961.93. 3. a. 47 
accounts of motor vehicle dealers whose credit is extended mainly to * Not available. t 1960 and 1961 revised. t Revised, 


I1S§ELECTED LOANS EXTENDED MAINLY TO INDIVIDUALS FOR NON-BUSINESS PURPOSES 


BY CERTAIN FINANCIAL INSTITUTIONS* 
BALANCES OUTSTANDING 


Chartered Banks Personal Loans 


Quebec i , 
F All Other Savings Credit Life 
ully Home Sacuied bh Banks Unions Insurance 
Marketakle reve: Household ones Other rei im) some re Secured by “Policy 
t 
Stocks Reons Total codured Be Total removable by oT Mortgages OEtgaRss oer 
J 2 motor vehicles instalments 3 4 5 
Millions of Dollars 
269 - - "2 308 ba 308 8 129 225 
253 - 1 * 350 y 351 7 151 240 
339 24 4 s 437 = 44] 8 174 250 
313 38 a * 428 4 435 11 226 270 
257 48 10 = 410 . 421 13 258 295 
287 58 29 . §24 oe 553 12 320 305 
282 60 108 * 610 . 719 13 397 323 
286 56 170 ¥ 687 * 857 14 425 344 
336 66 224 188 805 295 1,030 17 7 360 
283 56 185 155 688 282 873 17 s 349 
303 61 211 177 738 285 949 18 * 353 
314 61 be . ‘2 % 970 19 be 354 
312 63 * * A . 995 18 ie 355 
319 64 218 184 775 281 993 17 “d 357 
330 65 . . % % 1,008 17 s 358 
329 65 ¥ ke a s 1,022 21 a 359 
336 66 224 188 805 295 1,030 17 "i 360 
330 66 . be ig * 1,044 18 = 361 
SOURCES: Dept. oF FINANCE, Dept. OF AGRICULTURE, BANK OF CANADA. : rete only loans boa pe vy equa! instalments of principal and interest. 
Excludes mortgage loans. 5 Hicures fot dates other thed ear-ends are estimated on the basis of the 


Excludes loans to finance purchase of Canada Savings Bonds 
Loans under Part IV of the National Housing Act, 1954 


loans made by 


4 twelve companies, 
* Not available. i 
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q FEBRUARY 1962 
QUEBEC SAVINGS BANKS! 
3 ASSETS Total LIABILITIES 
Canadian Securities All — *] Secured Deposits tg 
4 Casta eel ore Muni ene tole Other | Liabill- a ram (abil 
. Canada vinctal cipal one le cae tee) Denke Se Other ties 
5 ; Millions of Dollars 
Ae at Dec, 31 
1954 19.5 64.7 68.0 46.9 15.6 12.7 7.6 8.1 242.9 3.0 0.3 227.4 12.1 
1955 18.5 54.9 80.0 56.7 16.2 19.7 8.2 10.9 265.1 5.3 0.4 246.9 12.5 
6 1956 20.3 44.9 83.2 66.0 15.4 29.6 11,0 12.4 272.7 Ley 4 0.3 252.0 12.7 
1957 26.3 38.8 85.6 52.2 16.8 40.8 12.8 12.5 285.7 4.7 9.9 257.8 13.3 
1958 24.7 28.2} 102.1 53.3 18.1 50.7 1231 13.7 302.9 4.1 6.7 278.2 14.0 
1959 26.4 28.2 89.7 46.5 21.2 57.8 13.2 14.9 298.0 2.0 12.2 269.8 14.0 
7 H 1960 25.6 38.7 86.7 40.7 25.2 61.0 14.5 19.0 311.4 1.6 5.6 289.2 16.0 
1961 24.1 36.7 88.7 44.3 24.9 778 17.0 22.5 335.5 2.6 7.8 310.0 15.6 
End of L 
1961—Jan. 26.1 35.6 86.7 41,2 26.2 61.5 19.2 16.5 313.0 1.3 3.6 293.3 14.7 
8 eb, 25.0 37.6 86.6 41.3 25.2 62.1 16.9 19.5 314.2 1.0 1.3 297.2 14.7 
Mar. 23.3 39.2 86.8 42.1 25.3 63.1 17,1 20.8 317.7 1.4 0.1 301.7 14.5 
Apr. 24.9 39.5 87.4 42.8 25.7 63.6 7.6 19.0 320.6 1.0 0.1 305.0 14.4 
May 24.9 35.6 87.9 42.6 25.7 65.0 19.7 321.2 3.6 0.2 303.0 14.4 
9 June 26.1 34,7 87.8 42.1 25.7 66.6 Les 22.5 323.3 3.3 0.3 305.1 14,7 
July 26.9 83.5 88.1 43.0 25.5 | | 68.2 19.0 20.3 324.5 1.6 0.2 308.1 14.5 
Aug. 26.9 34,2 87.8 42.9 25.6 70.3 18.3 20.6 326.6 1.5 0.2 310.4 14.6 
Sept. 27.0 34.2 88.1 | 44.2 25.3 72.3 16.7 19.9 327.9 1.0 0.3 312.1 14.5 
10 Oct. 25.6 35.4 89.1 ! 44.5 24.8 74.0 17.4 19.9 330.6 1.8 0.6 313.6 14.6 
Nov 26.3 35.6 89.0 49.0 24.9 75.5 21,4 20.6 336.3 2.8 11.7 307.2 14,7 
Dec 24.1 36.7 88.7 44.3 24.9 77.3 17.0 22.5 335.5 2.6 7.3 310.0 15.6 
11 1962—Jan. 24.2 35.8 87.7 46.5 25.5 78.3 17.6 20.1 335.6 1.9 3.9 314.5 16.3 
SOURCE: BANK oF CANADA. therefore not directly comparable with preceding figures which are based on 
. Operating under the federal Quebec Savings Banks Act. i 133 guceeding market value 2 
p. Bank-of Canada notes plus deposits with Bank of Canada and chartered 5" Fechidst aang si pect fund and charity fund investments, deposits 
12 banks. Beginning in 1956 excludes deposits in foreign currencies with with and balances due from other banks (not Included elsewhere) and 
chartered banks. other assete. 
B. Beginning in 1956 figures for holdings of Government of Canada and 6, Shareholders equity (capital, rest account and undivided profits at latest ° 
provincial government securities are based on “‘arnortized value'’ and are financial year-end), poor fund and charity fund trust and other liabilities. 
13 NOTE: For BACK DATA SEE THE "‘STATISTICAL SUMMARY — SUPPLBMENT 1960", PAGE 97, 
INDUSTRIAL DEVELOPMENT BANK 
14 ASSETS LIABILITIES — LOAN TRANSACTIONS 
Total Rénds Loans outstanding 
Assets ‘i and All Disburse-}|  Repay- plus undisbursed 
15 Loans All or Capital Deben- | Other ments ments authorizations 
Outstand-| Other | Liabili- R and tures | Liabili- | (during | (durin NumbéF of 
ing Assets ties eserves Outstand.| ties period period Aniount, | Cuseifeda 
16 ie? ing 2 2 1 on Bowks 
Millions of Dollars Number 
Ae at Sept. 30 
955 44.0 2.0 46.0 33.0 9.5 3.5 12.7 10.7 62.3 693 
17 1956 52.2 0.9 53.1 34.6 Fede 0.8 20.1 12.0 76.9 820 
1957 71.9 1.9 73.8 36.1 35.5 2.2 32.6 12.9 88.3 1,022 
1958 88.8 1.6 90.4 37.9 61.0 1.5 31.2 14.2 104.3 1,322 
1959 96.9 1.8 98.7 39.4 57.7 1.6 29.3 20.5 109.3 1,609 
18 1960 103.1 3.7 106.8 41.8 63.6 1.4 29.7 23.5 120.0 1,967 
1961 123.3 Le, 125.0 44.2 78.9 1.9 47.5 27.3 154.7 2,769 
End of 
1o61—| an. 107.5 1.6 109.1 41.8 65.5 1.8 3.4 1.8 125.0 2,140 
19 eb. 108.5 1.6 110.1 41.8 66.2 2.1 2.6 1.6 128.7 2,194 
Mar. 110.8 1.7 112.5 41.8 68.2 2.5 4.4 2.0 134.1 2,252 
Apr. 112.8 1.8 114.6 41.8 (We) 1.6 4.7 2.7 134.7 2,310 
ay 115.2 1.8 117.0 41.8 73.3 Bing I 4.3 2.0 138.9 2,421 
20 une 115.9 1.9 117.8 41.8 73.7 20 3.6 2.8 143.3 2,508 
furs in We par 1.9 119.6 41.8 75.0 2.8 5.5 3.7 147.1 2,601 
Aug. 120.7 1.9 122.6 42.8 76.6 3.2 5.1 2.0 150.1 2,691 
Sept. 123.3 Vat, 125.0 44.2 78.9 1.9 49 2.4 154.7 2,789 
21 Oct. 126.4 2.9 128.4 44.2 83.3 0.9 BB 2.3 157.0 2848 
Nov 130.0 1.7% 131.7 45.2 85.5 1.0 6.8 2.3 163.9 2,987 
Dec. 133.4 Lazy 135.1 45.2 88.4 1.5 5.7 2.3 167.9 3,086 
22 imei 136.3 1.7 138.0 45.2 90.8 2.0 5.9 2.9 172.5 3,178 
SOURCE: InpusTRIAL DevaLopMeNnT BANK. 
23 Includes small amount of investments (less than $0.6 million at Jan. 31, 1962), 
The change in loans outstanding does not equal the difference between disbursements sad repayments because of financial year-end accounting adjustments. 
24 
25 
26 
27 
28 
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HARTERED BANKS: EARNINGS, EXPENSES & ADDITIONS TO SHAREHOLDERS’ EQUITY 5 
3 & INNER RESERVES 


1956 | 1957 | 1958 


: 1959 | 1960 | 1961 
4 Financial Years !: Ending in 


Millions of Dollars 


5 CURRENT OPERATING EARNINGS 


Interest and discount on loans.........00ceceesccscuees 380.6 386.9 | 455.1 525.5 540.5 
Interest, dividends and trading profits on securities2..... 118.4 160.5 169.4 182.3 196.6 
Exchange, commission, service charges and other 
6 current Operating earnings. « spud 4 dskenesarde co ccad antes 109.5 126.0 122.3 134.6 143.1 
Total Current Operating Earnings............... 608.5 673.4 746.8 842.4 880.2 
7 (YURRENT OPERATING EXPENSES 3 
Interestionidepasiss ttreione teat ian wee hacia, end 183.4 203.4 241.2) 5 & 270.9 290.8 
Remuneration to employees. .........e0eccceccuccue en. 188.3 198.0 21156 229.7 243.8 
Contributions to pension funds.............c0cescu cue, 13.8 12.3 13.1 13.2 ia 
8 Provision for depreciation of bank premises............. 12.7 14.3 16.4 18.4 19.6 
Other current operating expenses3.4................... 86.0 91.9 102.5 113.7 122.8 
Total Current Operating Expenses3.............. 484.2 619.9 584.8 645.9 690.3 
9 yet current Operating earnings3../ tf To. c ee cee 124.3 153.5 162.0 196.5 189.9 
Nid: Capital profits and non-recurring items $............. 0.4 1.5 3.3 3.7 1.6 
Hest: Provision for losses and addition to inner reserves, net ©, 2.8 16.0 323 25,2 —10.6 
10 Mess: Provision for income taxes7.........2. 0... ccc ceee ue 56.6 69.6 65.2 90.7 101.7 
Weaving for dividends and shareholders’ EQUILY Noman te x 65.3 69.4 ' 67.8 84.3 100.3 
Of which: Dividends to shareholders...........0c0000.. 35.4 40.0 47.6 54.0 57.8 
11 Addition to shareholders’ equity......... 0... 29.9 29.4 20.2 30.3 | 42.5 
ADDITIONS TO SHAREHOLDERS’ Equity 
12 || Undivided profits 
From operating earnings, net after transfers to 
MCS EAC COUR EG rarettase ale iiereen ntuate aves ere eset a aera ait 3.2 —1.6 2.7 2.2 1.0 
Rest account 
13 From operating earnings and undivided profits........ 15.9 8.0 14.2 « 9.0 16.8 14.5 
From retransfers from inner reserves:................ 19.0 18.7 16.8 8.5: 15.7 27.1 
From promiunion new sharceas ss 6405446 ss cola ades 42.1 33.3 28.6 72.7 36.2 14.6 
Capital paid up 
14 rompssveiol newehatesatsanee eke eaten 14.2 16.5 10.5 31.7 11.5 9.4 
Net addition to shareholders’ cquity..........ccceceeuen 85.5 79.7 68.6 124.7 78.0 66.6 
15 | ADDITIONS TO SHAREHOLDERS’ EQUITY AND INNER RESERVES IN 25-YEAR PERIODS 
1932-1956 | 1933-1957 | 1934-1958 | 1935-1959 | 1936-1960 | 1937-1961 
16 Millions of Dollars 


: Equity 
17 ndivided profits 
From operating earnings, net after transfers to 


FESCACCOUN Use oer tise imate neni Beare oe ciate’ é —2.9 3.5 1.0 3.1 0.5 1.4 
est account : 
18 From operating earnings and undivided profits........ 100.4 107.6 121.4 130.1 146.8 160.2 
From retransfers from inner FORCEVESH NEU oy cre cyante es hiss 88.9 108.5 155.1 163.9 179.7 206.8 
From premium on new shares...................., Aa 99.9 133.2 161.9 234.3 270.5 285.2 
apital paid up 
19 rombissuevof new,shareskert haan eta nee 50.7 67.2 77.7 108.5 120.0 129.4 
et addition to shareholders’ equity............eceusee. 337.0 420.0 617.1 639.9 17-6 ~ 783.0 
26 ER RESERVES 
rom operating earnings and capital profits............. 510.4 510.4 524.0 552.1 570.4 572.9 
ess: Amount retransferred to rest account................ 88.9 108.5 135 163.9 179.7 206.8 
ess: Losses on loans and investments 2.8.%.............. 212.4 198.0 173.4 180.6 165.6 161.0 
21 | et addition to inner reserves............cccccecesec en 209.1 203.9 195.5 207.6 225.1 205.1 
* R atio of average annual loss experience to related assets... . .292% 253% -206% 198% 167% 151% 
2 BOM RCES; DEPARTMENT OF FINANCE and annual reports of chartered banks. 5. Profits and losses on sale of fixed assets and adjustments relating to prior 
1. |[n 1961, five banks ended their financial year on Oct. 31, two on Nov. 30, was Ute 
and one on Sept. 30, . After amounts retransferred to rest account. 
3 Realized profits and losses on disposal of securities are included in operating 7: Includes income taxes on taxable portion of additions to and amounts 
2 arnings. retransferred from inner reserves, and foreign income taxes, 


toe . : Losses and provision for losses on loans and provision for market valuation 
3. |Before provision for income taxes, ses, and transf n ‘ 8. Losses : Seek dap ae ear ane 
i P > taxes, losses transfers to inner reserves of investments other than Government of Canada securities and provincial 
ncludes taxes other than income taxes, government securities, less recoveries. 
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3 CREDIT UNION STATISTICS - CANADA . 
(Credit Union Yearbook - published by Credit Union National Association, 
4|| Madison, Wisconsin) 


A 
3 Number of Number of Outstanding Reserves Total 
Credit Members Loans Assets 
6 Unions (millions) (millions) (millions) (millions) — 
7|| 1960 4,529 ie Voto) 804,1 54.4 1,287.6 
.1959 4,556 2.300 731.4 50.2 1, 147.6 
8 1958 4,437 2.224 596.0 46.7 1,008.1 
1957 4,351 2.199 554.6 39.2 884.4 
1956 4,275 1.993 489.5 28.0 791.0 
9/1955 4,073 1,761 372.3 S150 637.9 
1954 3,879 L.5oc 33552 26.9 590.4 
10] 1953 3,548 1.476 301.4 20.3 496.5 
1952. 3,255 1,250 154.2 16.6 424.6 
11] 5 


12|| Following are Credit Union Statistics (Canada) from the Credit Union Yearbook 1961 


13|| Personal Credit Unions 12.76%: Chartered Banks 77.10%: 
Savings Other Banks 4.86%: Trust and Loan Companies 5.28% 
1960 
14 ( ) 
Instalment Credit Unions 15.18%: Instalment Finance Companies 27.82%: 
15 || Loans Chartered Banks 28.90%: Small Loan Companies 18.52%: 
(1960) Quebec Savings Banks .47%: Retail Dealers 9.11% 
16 
os 
iF, 


Instalment Credit Outstanding at Year End 


18 Instalment Small Dept. Other Quebec Credit Unipn 

Finance Co. Loans Co.Stores Retailers Banks Savings Loans not 
19 Secured b 
Mortgage 


20 | 1960 425 
1959 806 484 250 274 719 13 397 
21 || 1958 768 401 224 266 553 12 320 
1957 780 362 209 271 421 13 258 
22|| 1956 756 356 16] 248 435 11 ; 226 
1955 599 279 147 230 441 8 174 
1954 492 215 116 206 352 1 151 
23 1953 516 176 101 183 308 6 129 
1952 373 148 80 163 242 6 94 
24 || 1951 180 114 27. 96 coe -< cee 


25 || Source: Credit Union Year Book - 1961 
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1 
SUMMARY AND RECOMMENDATIONS 
2 OF 
3 BRIEF SUBMITTED BY 
4 INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


Executive Offices . 
5 1320 Graham Boulevard, 
TOWN OF MOUNT ROYAL, QUEBEC 


6 
TO 
7 
ROYAL COMMISSION ON BANKING AND FINANCE 
8 a ce ey 
9 Industrial Acceptance Corporation Limited is a publicly-owned 


10 Canadian Company, and i= managed by Canadians, It is the largest sales 
finance company in Canada and has no association or affiliation with any 
manufacturing or merchandising organizations, other than in the usual 


course of business, 


Companies carrying on the sales finance business in Canada 
include subsidiaries of manufacturers, subsidiaries of merchandising 
15 outlets, subsidiaries of foreign-based sales finance companies and 
16 ||\Canadian companies, The differing purposes, controls and other factors 
affecting the varying units of the composite of the industry has made it 
advisable to make this submission, so that there may be available to the 
Hinmt ae hon separately the picture of a large independent Canadian sales 
19 finance operation in diversified fields, The experience, profits, 
909 ||financial structure and growth of such a corporation are presented to show 
that the publicly-owned sales finance company fills a much-needed place in 
he financial structure of the Canadian economy, Furthermore, our statis- 
tical reacnrtes have enabled us to supply data not publicly available 


23 eretofore, which it is hoped will be useful to the Commission, 


24 
NATURE OF IAC'S BUSINESS 
25 As a sales finance company operating over 140 branches from 


26 |eoast to coast, IAC provides credit resources and services to manufacturers, 
07 ae and dealers which include (a) credit investigation service, 


(>) credit counsel, (c) the intricate accounting relative to instalment 
28 | 


pr ea | (d) collection of monthly instalments, (e) insurance coverage, 


29 


30 
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(r) merchandising help and other services necessary to permit the merchant 
to make sales of durable goods safely, on reasonably extended credit terms, 
on his own premises and with his own staff. In many cases, it provides the 
credit services and facilities that allow the merchant to acquire and 


maintain inventories, 


IAC does not lend money to the individual consumer nor does it 
deal with the consumer other than as a recipient of the amounts due under 
contracts which the company has purchasc. from merchants, It specializes 
in providing retail merchants (mostly sellers of durable goods) with funds 
and services which enable them to operate efficiently and to compete with 
those merchants whose volume of business permits extension of their own 


instalment credit service, 


In addition to its sales financing services (discounting 
instalment plan contracts) for merchants dealing in consumer durable goods 
and durable goods used in business and industry, IAC also provides a capital 
loan service, and a leasing and lease financing service, for all sizes of 
Canadian business in matte and for periods which are not usually attractive 


to the underwriter of securities or to the chartered banks, 


Through its affiliated and subsidiary companies IAC carries on 
other related branches of business, Industrial-Talcott Limited, an 
affiliate, provides receivable financing, factoring and specialized financial 


services for business of all types, 


Niagara Finance Company Limited, a subsidiary, carries on the 


consumer loan business, serving individual borrowers directly. 


Merit Insurance Company, another subsidiary, provides insurance 


protection (other than life) for many IAC customers and others. 


Together with its subsidiaries, IAC employed 2,987 people and had 
assets of $607 million at December 3lst, 1961. It serves thousands of 
manufacturer, distributor and dealer customers, and through them an average 


of over half a million individual and business consumers, 
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The purpose of this brief, however, is to deal primarily with the 


3 position of IAC as a sales finance company, 


Sales finance credit is an inseparable part of a credit sale- 
5 purchase transaction, The sales finance company is an essential partner 
6||in the mass production, distribution and consumption system of Canada, In 
every sector of the economy sales financing makes possible the movement of 
durable goods from manufacturer through distributor and dealer to the ultimate 
individual or business consumer with an “fficiency that would not be possible 


Olaf this kind of financing service did not exist. 


The policy of IAC has been to extend credit soundly and at a 
11 competitive cost, The mechanism of a sales finance operation is delicately 
12 belsncea to adapt to changing needs and conditiens and, when left free to do 
so, it re-acts to economic forces in the best interests of the economy as a 
whole, as well as in the interests of individual and business customers. 
Undue interference with the mechanism of the sales finance company will 
adversely affect Canada's distribution system as it applies to small and 
edium size business and the freedom of choice of the individual consumer, 
It could result in undue discrimination against the small merchant in 
favour of the large one, the time buyer in favour of the cash buyer, and 
the independent sales finance company in favour of other financial 


institutions, 


SPECIFIC OBSERVATIONS, CONCLUSIONS AND RECOMMENDATIONS 
————————————— EN i 8 EUIN D 
1, The position of the sales finance company in the economy. 


Large as the financial resources of IAC may be, it nevertheless does 

not take deposits in any form, nor does it play. any part in the creation 
of credit, It therefore has no effect on the amount of money and credit 
available and, in consequence, does not fall within the concept of a 
banking institution, The varying maturities of the composites of its 
debt structure and the relatively high percentage of equity to total 
funds employed provide a high degree of flexibility and liquidity in its 
operations, The nature of this debt related to the maturity and nature 


of the receivables which form the major lines of business of IAC gives 
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it a logical, essential and particular position among the financial 
institutions operating in Canada, Looked at in this light, the sales 
finance company is seen to occupy a position about half way between 
institutions such as chartered banks which employ short term and deposit 
funds and should logically lend such funds on a demand and short term 
basis, and other institutions which employ long term funds essentially 


for the purpose of long term investments. 


The sales finance institution is hig y specialized and among the 
various types of financial institutions it is the best equipped to 
provide medium term ‘> \talment credit for the purchase of consumer and 


industrial durable goods, as well as medium term capital financing, 


2. Consumer Credit Controls 

The control of consumer credit cannot be accomplished by measures 
directed only at the sales finance companies because over 80% of all 
consumer credit is supplied by other sources as reported by the 


Bank of Canada in its monthly statistical SUMMATY » 


Also, within the sales finance industry are important segments which, 
by reason of their ownership and sources of funds are, to a great 
extent, able to mitigate the effectiveness of monetary measures intended 


to relate to the sales finance industry as a whole. 


Vigorous monetary and fiscal policies have a decisive impact on the 
activities of the independent Canadian sales finance company, as is 
well illustrated by the experience of IAC in the 1955-1956 period as 
outlined in the brief, Therefore, we submit that a combination of | 
such policies with clear signals from the central bank will enable 
cyclical objectives to be reached and that such methods are to be 


preferred over selective controls. 


3. The Sales Finance Industry and ether Competitive Financial Institutions 


a) Chartered Banks, 


(i) As most chartered banks are actively engaged in the consumer 


credit field, we question if they should be used at the same time 
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as the agency for imposing monetary and credit restrictions on 


sales finance and consumer loan companies with which they compete, 


(ii) For years IAC has Bebop eee to maintain a policy of requiring 
adequate down payments and limited payout periods. With the vigorous 
participation of some chartered banks in the consumer credit field 

there has been a noticeable tendency towards less conservative terms 
with a competitive effect which has, to an extent, Hequith Weep tance 


of terms in a somewhat comparable fashion by the sales finance 


companies. The Commission may wi: 0 examine the question of whether 


this more liberal upproach to the extension of credit is desirable, 


(iii) While much publicity has been given to the maximm limitation 
on interest rates under the Bank Act, the chartered banks have 
adopted various devices to cover the higher expenses they incur in 
handling consumer instalment loans, while still appearing to remain 
within the requirements of the Bank Act. A review of such devices 


would appear to be indicated. 


b) Credit Unions 


Credit Unions now provide almost 10% of total outstanding consumer credit 


as reported by the Bank of Canada in its monthly statistical summary « 
This may be compared with the less than 20% shown as being provided by 


sales finance companies, 


Rarveseant because of the praiseworthy purposes for which they were 
originally created, many of these organizations, particularly the larger 
ones, appear to have expanded far beyond their original purposes and 
now to have the characteristics of commercial operations, The tax- 
exempt status of such organizations, to the extent that they have 
extended into the commercial field in competition with tax-paying 
companies, is, we submit, worthy of examination. Such an examination 
might well include an analysis of loan receivables, including the 
purpose of loans, and average amounts and terms, It could also 
encompass the question of the adequacy of the safeguards and liquidity 


of funds deposited with these organizations, 
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We recommend that credit unions be encouraged to continue in their 
praiseworthy efforts to encourage thrift but that they be restricted 
to making investments of a type approved for insurance companies 
registered under the Canadian and British Imsurance Companies! Act, 
This would channel a substantial volume of lending into areas where 
it would produce tax revenue and would provide greater safety and 


liquidity for credit union members with probably greater net returns, 


c) Business, Commercial and Industria] Financing 


We have been financing the purchase oi revenue-producing and labour- 
saving machinery and equipment for over 30 years and this segment of 
our business plus other financial plans and services in the business 
and industrial sector are an increasingly important part of our 


activities, 


In this field, we have become increasingly affected by competition 
from Government-owned or Government-controlled financial institutions 
and from Government-guaranteed plans, Particularly, we express our 
strong disapproval of recent activities and lending practices of the 
Industrial Development Bank, Our Brief shows that we have suffered an 


important loss of business due to this form of state competition and 


we submit that such activities are whelly imcensistent with the concepts 


of a private enterprise economy and the purpose for which the Industrial 


Development Bank was created, We recemmend that the Commission review 
the activities of the Industrial Development Bank to determine if, in 


fact, a vacuum exists in the credit services available in this country 


which requires the facilities of a state-ewned bank, If it is found that 


such a gap exists, the activities of this state-owned enterprise should 


be confined to filling it. 


(d) Captive Finance Companies 


Manufacturers' or distributors' captive finance companies account for a 
considerable portion of instalment sales credit granted in Canada. They 


exist for the primary purpose of aiding in the marketing of their parent 


companies’ goods. 
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The operations of such captive companies are conducted in an 
environment which is essentially insulated from the pressures of 
competition to which non-captive finance cempanies are subjected. 
Also, they may well be less responsive to monetary policy because of 
resources available directly or indirectly through their parent 
companies, It would seem, therefore, that this Royal Commission 
might address itself to a study of these captive institutions and 


their role in the Canadian economy, 


4, Finance Charge Disclosure 


Proposals have been mac ‘hat Parliament should enact a law that merchants 
and others extending instalment sales credit state the difference between 
the cash price and the time price, i.e., credit service charges, in terms 


of annual rates of interest, 


Our Brief discusses this subject and sets out the views that (1) it is 
neither practical for the merchant, nor useful to the consumer to state 
the time price differential as a rate of interest per annum, (2) it should 
be and is stated in dollars, (3) we support dollar disclosure, eee as has 
been made permissible by legislation of the Province of Alberta, as the 
best method for consumer comparison of the cost of credit and (4) that the 
effect of an annual interest rate method of disclosure could well be to 
drive the real cost of credit underground and could eventually result in 


the time price being the only one quoted, with a discount for cash, 


5. Consumer Credit Terminology and Statistics 


The growth of many alternative sources of consumer credit in the postwar 
period has not been accompanied by standardization of terminology and 
definitions, nor by sufficiently comprehensive statistics, There is a 
classification and definition ef terms used in the Brief and it is 
suggested that definitions and standard terminelogy in the area of consumer 
credit, as well as more adequate statistical standards, should be developed 


as part of the studies of this Royal Commission, 
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6. CONCLUSION 


Broadly speaking, the credit granting institutions in this 


country may be divided into three principal categories. 


The chartered banks, because they employ for the most part short 
term deposit money, are the logical purveyors of short term commercial 


credit which would place them at one end of the credit spectrum, 


At the other end are found i institutions which have available 
to them long term money such as life insurance companies, mutual and pension 
funds, etc. Therefore they are the logical suppliers of long term credit 


such as mortgages,and investments such as bonds and debentures, 


About mid-way between is the gales finance industry serving the 
requirements of consumers and business by way of supplying medium and semi-« 
long term instalment credit and inventory credit which are appropriate to 
the kind of money employed, This industry typically has a relatively high 
percentage of equity to debt and a high percentage of its debt is in itself 


of a medium and long term character, 


Molded from long experience and necessity, each type of credit 
granting institution has a specialized form of capital and debt structure 
which fits it for its own particular role in the economy, This is 
especially true of the sales finance companies which have a capital and 
debt structure cide for their own special role in serving our financial 
and commercial community, and through them, the individual consumer and 
business users of instalment credit, A sales finance company is highly 
specialized in the services it renders, Its facilities have been built 
around the purchase credit method whereby the actual granting of the credit 
is done in the merchant's own place of business and by his own staff, 

This requires a high degree of skill in the credit, accounting and collectio 
aspects of time sales transactions, particularly as they originate with the 


merchant for subsequent purchase and handling by the sales finance company, 
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Summarizing the foregoing, we respectfully emphasize that the 
very special aspects of funds employed, services rendered and the consequen 
need for highly trained and experienced personnel make the sales finance 
industry a category by itself, best equipped to service efficiently and 


soundly the field of instalment sales credit, Other credit granting 


institutions may compete in this field in varying degrees but only as an 
adjunct to their other predominant lives of business, The sales finance 
industry, being exclusively in the fieid of instalment sales credit, is the 


only one fully equipned to give it adequate service and attention, 


Respectfully submitted, 


JeH. Ranahanirc 
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SECTION I 
2 
3 INTRODUCTION 
4 
1, As the largest finance company in Canada, Canadian-owned 
5 and Canadian-managed, Industrial Acceptance Corperttien Limited welcomes 
6|| this opportunity to’ submit a brief to the Reyal Commission en Banking and 
7 Finance. We look on this event as an opportunity te explain the nature 
and the scope of our business, and te give an individual viewpoint on a 
- number of major public policy issues wi -» affect consumer and business 
9 credit, It is also our intention to carefully document these iasues, at 
10 || times with data and inf 2:mation net previeusly released, 
11 2. At the outset of this Brief we would like te state the 
12|| reasons for our appearance befere this Royal Commission, Having regard 
13 for the fact that two trade asseciations active in the consumer finance 
| industry in Canada - the Federated Council ef Sales Finance Companies 
” (representing a large segment of the sales finance industry) and the 
15 Canadian Consumer Loan Association (representing sasll loan companies 
16 || and licensed money lenders) — will submit detailed Briefs to this Royal 
17 Commission at a later date, we were faced with the cheice of having our 
viewpoints represented entirely by a consensus emerging among the members 
* of these organizations, and/or te proceed with eur individual statement 
19 from our position as the largest and most diversified nomber ef this 
20 || "industry", Our deoision to proceed individually should net be inter- 
"1 preted as meaning either a disassociation from the trade association 
Briefs (as indeed, we have contributed as fully te their preparation as 
® if we were not also proceeding individually), er an attempt te divide the 
23 membership of the Canadian consumer oredit industry. It should rather be 
24 || viewed as an attempt to present an individual peint ef view which we felt 
25 would be useful to this Royal Comission, 
26 3. Perhaps it might be useful to start this Brief with a few 
27 || words about the nature and philosophy of the financial aspects of our 
28 
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business, Money is our raw material, To obtain it, we shop carefully 
among the sectors of the financial community which have a supply of loan- 
able funds, always keeping in mind the liquidity requirements of our 
business and the fact that undue reliance upon any one source of funds 
can be expensive and disappointing, On the product side, we supply 
credit to small, medium and large business organizations of every des- 
cription in Canada, and through tlica to hundreds of thousands of indi- 
vidual or business consumers of durable goods. Also, through our loan 
services and subsidiary company, in jual borrowers (both business and 
private) are accom ’-'-d, We believe that the nature of the financial 
services we perforn, .: 1 the prices we charge for them, are not generally 


well understood, It is our hope that this submission will portray our 


functions clearly and help this Reyal Coumission in the discharge of its 


dutie Se 


4, Today, I.A.C. plays a sizeable role in providing credit 
to both individuals (as consumers and businessmen) and business organ- 
izations in Canada, as the following classification of our widely diver- 
sified financing activities shows: 

(1) Credit supplied to Consumers: 

(a) I.A.C. provides the funds and creates the time sales plans 
which enable consumer durable goods manufacturers, distrib- 
utors and dealers to extend instalment credit facilities to 
their customers, I.A.C. provides credit data and appraisals, 
collection, recerding and accounting services, merchandising 


support, and buys the contracts arising from instalment sales, 


(b) Through manufacturers, distributors and dealers in consumer 
durable goods, I.A.C. provides purchase credit plans which 
enable individual Canadians to acquire labour-saving or 
leisure-creating goeds and to pay for them out of future 
income, Items financed include: automobiles; domestic app- 
liances; home entertainment equipment; eutboard motors and 
boats; mobile homes and trailers; property improvements; pre- 


fabricated homes, cottages and garages; plumbing, heating 
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and air conditioning installations; and other durable goods 


for personal and home use, 


(c) Instalment cash loans for individuals are provided by I,A.C.'s 


wholly-owned subsidiary, Niagara Finance Company Limited, 


which ranks first in size among Canadian-owned consumer loan 


companies, 


(2) Credit supplied to business and industry: 


(a) I.A.C. designs and administers instalment sales plans for 


manufacturers, distributors and dealers in capital equip- 


ment of all types, providing credit data and appraisals, 


collection, recording and accounting services, and buying 


the contracts arising from instalment sales, 


(b 


— 


Through capital equipment manufacturers, distributors and 

dealers, I,A.C. makes purchase credit facilities available 
which enable Canadian business and industry to acquire the 
up-to-date plant and equipment essential to increased prod- 


uctivity and to pay for them out of future earnings, 


Capital equipment is financed in this way for business, 
industries and professions in almost every sector of the 
Canadian economy. Special plans have also been developed 
to facilitate the purchase of a wide range of modern farm 


equipment and machinery. 


(c) Wholesale financing is extended principally to automobile 
dealers in order to facilitate the movement of vehicles 
from manufacturers to retail outlets, and to finance inven- 
tories. This service is also available to other durable 


goods industries. 


(d) Portfolio purchases are made, from time to time, of receiv- 
ables held by vendors and finance agencies covering the 


sale of consumer durable goods, 


abeog aidsxwb rotite bos sais teat tatank poten Sf aR ig xis bas 


| Py omod bas Isnoereg x01 42 


gt. 0.A.E yw bebiverq ox alsubivibat 10% easol daso dnomistanl (9) 
ghotimid yasqmod eomsalh stege th eyrsthiadse bonwe-yllodw 


reol yoowanos bosve-netbaasd gaoms oxie ot detit eadusr doidw 


»solasgques 
iyetesbot bas eeonieud oF batiqase tiboxd (gs) i3 a 
x02 easly aolse snomlatan. esata labube bin sngtaes Me E (s) Q 
-qiupe Istiqas uk exsfeeb brs axotydiadelb ,srowdostunam ot 
.elsatsrqgs bas ateab others yaibivesg ~eeqvt [fs to tuom 
geiyed bos ,esolvier yardnvooos bas guibteset -kotfoofles n 
.eolee duomfadeat moxt akebus aeaeticed odt at 
bes evodudiuteth ,etotstostuase daomginps Istiqss dyverdT (d) le 
eidslisvs eoitiliost tihexe sesdoisg eoasm iad yerteLaeb - lo 
eit otiupos of yrdeoboi bas aeoniewd meatbaasd oldens dotdw | at 
-horg hoaserom: ot Isidnonne dnomgiups bas tasiq oteb~od-qu at 
»ageiarss siudnt te tuo medt s0t Yegq oF bas qivitoy 
,eveniesd vol yew aiad oi hoonsnit et dnomgkupe Isciged Mi 
oslt to Nalied yieve duomis mt emotessterg bas asixtesbat ai 


bogoleveb coed oals svar easlq [stoeqa .ymonese asihsasd 


first arebem to eyas1 ebiw s to sesdoug oft odstiiiost of 


eYrontnosm bas dnomgtupe 


elidowetue of yilsctonitg bebasdixe 2f gatonsall olsaslodw (9) | 
aoisidoy te taemevem ect odsditiost ot rsbie oi arsolsob | 
“aoval sonsott of bas ,ateltue [tater ot eroamtostuasm mort 
oidsurb asddo ot eldsifeva oats ak sotviea aint ie’ 


eeottteebar eboog 


«visser to ,omid o¢ omit mot? ,obsa 91a asendorwg offotirod (i) 
ed¢ guivevos estonege sonsait has etebaov yd blod eefds 


sabooy olde xommecoo. to ofse 


) 2 
si: oe > BD «by ¥ ; : oa : . __ 


Nethercut &é Young 


Terento, Ontario A1405 
1 
2 . | 
(e) Leasing service: I.A.C. discounts equipment leases held by 
3 lessors; buys machinery and equipment to the specifications 
4 of an individual business, and then leases it to that busi- 
5 ness; or buys equipment already owned and leases it back, 
6 (f) Capital Loan Services: I.A.C. provides medium-term funds for 
7 the purpose of sound business development of established 
companies, partnerships or individuals doing business in 
$ Canada, 
9 
(g) Short term cash loans for Canadian small business are pro- 
os vided through Niagara Finance Company. 
11 | 
(h) Through Industrial-Talcott Limited (an associated company) , 
I working capital is made available through factoring, re~ 
13 discounting and commercial financing services, 
14 (3) Other Activities: 
15 (a) Merit Insurance Company: This I,A.C. subsidiary was formed 
16 in 1953 principally to provide a market for casualty insurance 
17 arising out of the activities of the parent company, Today, 
Merit Insurance ranks as one of the largest writers of auto- 
#8 mobile insurance in Canada and has diversified its hatiidisn 
19 into the writing of fleet, cargo, industrial, leasing, resi-~ 
20 . dential fire and theft and personal liability insurance, 
21 (b) Niagara Finance Company: In addition to its small loan 
22 operation already described, this company has established an 
office in the United Kingdom, 
26 
94 Table I - 1 gives an indication of the progress made by I.A.C. 
since 1950, 
2 


26 5. Consumer Credit Terminology and Statistics. 


Also at the beginning of this Brief, we would like to 


27 

point out that the growth of many alternative sources of consumer credit 
28 

in the postwar period has unfortunately not been accompanied by a stand- 
29 
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ardization of terminology. Instalment credit, consumer debt, etc. are 
terms now used by laymen and experts alike without due recognition of the 
nature of the credit involved, the comprehensiveness of available statis- 
tics, or other objective criteria. For this reason we have standardized 
our discussion in this Brief in terms of a sheer teers presented in 
Table I - 2, We do not expect that there will be unanimous agreement on 
these definitions among other discuisants of consumer credit Hetees this 
Royal Commission, but we do suggest that definitions and standard termi- 
nology in this area should be develop. is part of the studies of this 


Royal Commission in ux... consumer credit field. 


6, This objective has important bearing on the statistics 
now available on consumer credit in Canada, While the variety of 
consumer credit statistics has increased, there is usually a serious 
time lag between important competitive developments among sources of 
consumer credit and statistics available to describe them, As a result, 
policy advisers and policy makers may find themselves in the unusual 
position of focusing attention upon areas which they find well documented, 
but which are declining in absolute Bch /or relative importance as a 


source of consumer credit, 


Te As used in this Brief, the term Consumer Credit covers the 
broadest possible term of reference, i.e, credit granted to individuals 
for non-business purposes in all forms, except mortgage debts and misc- 


ellaneous debts such as doctors’ bills, etc. 


8. Our primary classification of consumer credit is based on 
the time period over which repayments are made, even though such a 
division cannot always be made from available data. Sometimes the time 
distribution of repayments is not known when a particular debt is 
created, 1) However, when this repayment period and method are known, 
or presumed to be a dominant characteristic in a particular type of 


credit, we have a dividing point between instalment credit and single 


1) E.g. A charge account debt created as a single payment credit which 


is subsequently "converted", A purchase of tires on a gasoline credit 
card is another example, 
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payment credit. This is the major classification upon which Table I - 2 


is based, 


9. The general classification of "instalment credit" rests 
upon the characteristic that repayment is made in a number of payments 
spaced over a period of time, Combinations of equal or unequal payments, 
and equal or irregular intervals arc possible. In contrast, there is 
"single payment credit", which includes charge accounts and oil companies! 
credit card balances expected to be i idated within 30 days, 1) and 
single payment debts with a longer (or unknown) maturity (some chartered 
banks personal loans w..ich are repayable in a lump sum; life insurance 


policy loans, etc.). 


10, Consumer instalment credit can be divided into three 


major categories, The first (probably best known type of consumer 
instalment credit) is instalment sales (and purchase) orca timeriaine 
from the sale of a durable good which is financed through one of the 
following: (1) the seller of the goods, (2) by the seller through a 
sales finance company (either subsidiary or independent) or (3) a small 
loan company (not an important category quantitatively), The disting- 
uishing characteristic in such a transaction is a conditional sale 
agreement dnsitea by the merchant with his customer in connection with 


the financing of the retail sale. 


11. The second instalment classification covers personal cash 
loans extended by small loan companies and licensed money lenders. No 
conditional sale contract is involved and the loans are usually repaid in 


instalments, As our sample survey of 2,422 customers of Niagara Finance 


Company shows (see paragraph 124) the purposes of such loans are manifold, 


12, Next, there are some categories of credit where the 


purchase of goods and instalment payments may be major characteristics 


= Though partly "convertible" into instalment credit, 
2) The transaction financed represents a sale by a vendor and a purchase 


by the consumer, We will refer to it as "instalment sales credit", 
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include loans by credit unions not secured by mortgages. The annual report 


30 


1 
2 
even though present statistics do not properly reflect this fact. These 
4 on credit unions of the Canada Department of Agriculture does not disclose 
5 the nature of these credit union loans, but their function is largely one 
of instalment credit, Statistics in the U,S, recognize this. 1) 
6 
7 13, The final classification problem on the instalment credit 
side arises in the so-called “all other chartered banks personal loans", 
i Repayments under the various plans us! work out to instalment loans as 
9 long as they are not in a single lump sum. Even though statistics 
10 collected by the Bank .7f Canada are partly providing an answer on the 
11 instalment nature of these loans since the beginning of 1961, our know- 
ledge of the repayment methods and detailed functions of the whole personal 
“i loan category of the chartered banks is still highly inadequate, particu- 
13 larly in light of their rising absolute and relative importance, As a 
14 result, we are showing them as instalment credit in the belief that this 
15 is their main characteristic; to the extent that some of these loans are 
repaid in lump sums, they belong on the bottom right side of the Table. 
16 
17 14, One month single payment credit includes charge accounts 
and credit parts Tttone some debts in this category are "convertible" 
‘ into instalment speak ye The final classification covers single payment 
19 debt with an unknown maturity, which includes mainly fully secured (by 
20 marketable bonds and stocks) chartered bank loans, life insurance 
1 companies’ policy loans and Quebec Savings Banks Loans (not secured by 
mortgages). Some of the "all other" personal loans of the chartered 
42 banks should also be included here, 
23 
15. Purchase vs. Loan Credit 
24 
A second useful concept for classifying consumer credit 
25 is to ask whether a particular transaction arises from the purchase of a 
26 
D Board of Governors of the Federal Reserve System, Consumer Instalment 
27 Credit, Volume I, Part 1, Chart 1, Page 23, 
28 
29 
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good (purchase credit) or a transfer of cash (loan credit). In terms of 
the classification shown in Table I - 2, this additional criterion gives 


the following results: 


INSTALMENT SINGLE PAYMENT 
CREDIT _ . CREDIT 
Sales Finance Companies Department Stores 
PURCHASE 
CREDIT Department S'-res Other Retail Dealers 
Other Retail Dealers Oil Company Credit Cards 
oall Loan Companies Life Insurance Companies 
Policy Loans 
LOAN Credit Unions 
CREDIT Quebec Savings Banks 


Chartered Banks Loans Not Secured by 
~- Home Improvement Loans Mortgages 
~ All other Personal 
Loans Chartered Banks Fully 
Secured Loans 


16, Statistical Review 


We now turn. to the consumer credit statistics available 
in Ganada, and a general summary of the major trends in the last decade, 
with particular emphasis on the period since the end of 1956, The 
classifications suggested in Table I = 2 are used in Appendix I, Tables 
I- 3 and I - 4 to show the amounts of consumer credit outstanding in 
each category At year-end in the period 1951-1960, ) in absolute 


(Table I ~ 3) and relative (Table I = 4) terms, 


17. Instalment Sales Credit 


Col-(1) Instalment Finance Gonpanige ee The figures shown represent the 


balances outstanding on the financing of retail purchases of consumers’ 
goods under conditional sale agreements, The total amount of paper 
outstanding increased by $570 million between the end of 1951 and 1956, 
The use of 1951 as a point of departure for our comparisons introduces 
a possible bias, since controls over down-payments and maximum repay-~ 


T) At the time this summary was written, data for the end of 1961 were 


not available for all types of consumer credit. 
2) In this brief the companies in the D.B.S. classification of 


"instalment finance companies" will be referred to as "sales finance 
companies", 
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2 
3 ment periods were in effect during that entire year. However, this 
is a minor point since we intend to emphasize changes that have 
’ taken place more recently, particularly since the end of the boom 
5 of the Middle Fifties, Since the end of 1956, the increase in 
6 outstanding paper has been small, Between the end of 1956 and 1957, 
7 there was a $24 million increase, followed by a $12 million decline 
to the end of 1958, Then came two years of moderate increases 
3 bringing the outstanding balances at > end of 1960 to $828 million, 
9 or $72 million above +c figure at the end of 1956, The share of all 
10 consumer credit (Table I - 4, Column 18) accounted for by the sales 
1 finance companies rose from 13,1% at the end of 1951 (when controls 
were in existence) to 23.4% at the end of 1956. By the end of 1957 
bis the share amounted to 23.7% (a high for the period under review), 
13 and it has declined steadily since then, reaching 19.0% at the end of 
14 1960, At the end of 1961, out standing balances were $68 million 
15 lower than at the end of 1960, 
16 col- (2) Small Loan Companies, The outstanding balances of instalment 
17 sales credit provided by small loan companies are a minor part of 
total consumer credit (accounting for 1% of the total for the first 
& time in 1960); the largest part of the small loan companies' baenad 
19 is classified as personal cash instalment loans (column 6). Instal- 
20 ment sales credit balances were first reported at $3 million at the end 
a1 of 1953 and increased to $45 million at the end of 1960, Outstanding 
balances totalled $35 million at the end of 1961, or $10 million Whe 
22 
than a year earlier, 
23 
ol-(3) Department Stores. Because of several changes in recent years 
* in the reporting basis for department store credit statistics, we 
25 made some arbitrary estimates to arrive at an approximation of 
26 instalment sales credit in this category for the last two years 
27 (1951 has also been estimated), Because of "all purpose" credit 
plans now in use, it is no longer possible to separate instalment 
% credit and charge accounts. We estimate that instalment sales 
29 
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1 
2 credit balances outstanding on the books of department stores 
3 amounted to $44 million at the end of 1951, By the end of 1956 
4 this had increased by $117 million to a total of $161 million. 
The figure was last reported separately at $187 million at the 
: end of 1958, and assuming that it has accounted for the same 
6 percentage of all department store credit since then, outstanding 
7 balances would have been $241 million at the end of 1960 and 
8 $267 million at the end of 1961, The ratio of department stores! 
instalment sales credit to total c asumer credit has risen 
< steadily; it was 3.1% in 1951, 5.0% in 1956, and 5.5% in 1960 
10 (year-end figures of outstanding balances). 
11 
-col-(4) Other Retail Dealers 
Ae Instalment sales credit balances on the books of other retail 
13 dealers increased from $96 million at the end of 1951 to $248 
14 million at the end of 1956, and $271 million at the end of 1960, 
The ratio of other retail dealers' instalment sales credit to 
“4 total consumer credit has fluctuated within narrow limits, It 
16 amounted to 6,8% at the end of 1951; reached a high of 8.6% at 
17 the end of 1952 and 1954, but declined to a share of 6.2% at the 
18 end of 1960, This category includes paper held by automobile 
. dealers, furniture and appliance stores, etc, 
20 col-(5) Total Instalment Sales Credit 
4 This is a sub-total in the instalment credit classification 
suggested in Table I - 2, It represents a total of the first 
au four columns in Table I = 3, and subject to the limitations 
23 outlined in the department store data, it represents a homo- 
24 geneous classification of instalment sales credit, Total paper 
95 outstanding in this classification at the end of 1951 amounted 
to $326 million, By the end of 1956, the outstanding amount 
28 was $1,178 million, or $852 million more than at the end of 1951, 
27 Following this there was a rise in the total to $1,385 million 
28 outstanding at the end of 1960; this was $207 million more than 
29 
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the balance outstanding at the end of 1956, The share of total 
consumer credit accounted for by instalment sales credit increased 
from 23,0% at the end of 1951 to 32.7% at the end of 1952. Subse- 
quently the ratio rose to a high of 37.7% at the end of 1957 and 


has declined since then to a ratio of 31,7% at the end of 1960, 


18, col-(6) Personal Cash instalment Loans 


These loans constitute most of the S1siness of the small loan 


companies and licensed money lenders The major characteristics 

of loans in this cless/iication are that they are not made on 

the basis of a conditional sale agreement, 1) and are usually re- 
paid in instalments; for this reason we have included them in the 
instalment classification of our breakdown of total consumer credit, 
Outstanding balances increased from $114 million at the end of 1951 
to $343 million at the end of 1956, The sharp rise in outstandings 
of this type of credit continued after 1956, Balances at the end 
of 1960 were just above $500 million, and $548 million at the end 
of 1961, The share of all consumer credit accounted for by personal 
cash instalment loans was 8.1% at the end of 1951; by the end of 
1956 this ratio had increased to 10.6% and by the end of 1960 it 


had risen further to a share of 11.6% of the total, 


19, col-(7) Credit Union Loans Not Secured by Mortgages 
As we have already noted, the Annual Report on Credit Unions does 
not supply any details about the nature of these loans, Their 
method of repayment and their function is believed to be essen- 
tially that of instalment credit, Statistics are available on a 
year-end basis only; this is an exception in the consumer credit 
field where all other figures are available either on a monthly 
or quarterly basis, In view of the rising importance of credit 


union instalment credit, we would suggest that the Government's 


ay The usual legal instrument is a Chattel Mortgage in all 


Provinces except Quebec, where a sale with right of re- 
demption is used, 
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statistical attitude towards credit unions does not give proper 
reflection of their growing importance, Outstanding balances 
totalled $76 million at the end of 1951; by the end of 1956, they 
had increased by $150 million to a total of $226 million outstanding, 
and from then until the end of 1960 there was another increase of 
$199 million to a total of $425 »illion outstanding, In relative 
terms these credit union loans accounted for 5.4% of all consumer 
credit in 1951, 7,0% at the end of 6, and 9,7% at the end of 


1960, 


20. The absolute and relative gains in total consumer credit 


shown by credit unions have led to a situation where these financial 


institutions today occupy a significant position among the suppliers 


of such credit in the Canadian economy. In broad historical terms, 
credit unions werd originally intended to be somewhat informal 
mutual-aid organizations, manned by volunteer workers who were not 


professionally trained in credit-granting procedures, To what extent 


these characteristics still apply today, and to what degree sone of 


the larger units have acquired many of the characteristics of big 
commercial operations would appear to be a major field of inquiry 
for this Royal Commission, particularly in view of the oti! 
tax-exempt ver of these organizations, Furthermore, we believe 
that federal supervision by the Department of Agriculture is 


indicative of the early and small parochial nature of this movement 


which is in sharp contrast to its present size. 


21. It is pertinent to point out also that finance companies 
and other financial institutions are subjected to extensive and 
panies igre ground rules in the issuance of their securities to investors 
who entrust money to their care, Thus, if this Royal Commission 
should find that credit unions have indeed assumed essentially commer- 
cial characteristics, then it could also be useful to determine 


whether the protection and the liquidity afforded to credit union 


depositors is adequate, 
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2 22. col-(8) Chartered Banks Home Improvement Loans 


These are loans made under part IV of the National Housing Act of 


3 

4 1954, and balances outstanding on the books of the chartered banks 
have been reported since 1955, Quantitatively these loans play a 

5 


relatively minor part in the overall consumer credit picture}; 

6 outstanding balances were first reported at $24 million dollars 

7 at the end of 1955, and have since increased to a total of $56 

8 million outstanding at the end of 1°60, and $66 million a year 
later, Their share of total consume. credit outstanding amounted 


to 1.3% at the end >f 1960, 


11 23, col- (9) Chartered Banks' Instalment Credit Loans 


This is presently one of the problem areas in any statistical 
classification of consumer credit in Canada, The difficulties 
arise because the "All Other Personal Loans" classification, as 


14 _ shown in the Bank of Canada Statistical Summary, gives breakdowns 


15 which are not suitable for determining whether the loans are 

16 single payment credit, instalment sales credit, or cash personal 

7 loans which are Peover by instalments, The present classi- 
fication in the "all other" group includes (1) loans secured by 

18 


household property, for which details are shown when the security 
19 is motor vehicles (since the beginning of 1961) and (2) other 
20 personal loans for which a breakdown of loans repayable by equal 
1 instalments of principal and interest is available since 1961, 
On the basis of the present data, we are therefore forced to 
draw these loans together under a single heading, even though we 
are aware that some part of this total might, represent single 
payment personal loans, Total balances outstanding of the char- 
tered banks "all other" personal loans amounted to $204 million 
at the end of 1951, By the end of 1956, they had more than doubled 
to $435 million outstanding; at the end of 1960 they were again 


almost twice as large with an outstanding total of $857 million, and 
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at the end of 1961 they amounted to $1,030 million, The relative 
importance of chartered banks instalment credit in total consumer 
credit has also increased. At the end of 1951 chartered bank 
instalment credit amounted to 14.4% of all consumer credit; between 
that time and the end of 1958 this ratio fluctuated within a rather 


narrow range, but by the end of 1960 it had increased to 19,6%, 


24, col-(10) Total Instalm Credit 


This figure represenis a total for instalment sales credit (Columns 
1 - A), personal cash instalment loans (Column 6), other instalment 
credit (Columns 7 and 8), and chartered banks instalment credit 
(Column 9), Although there are {imitaeions to some of the data 
included in this total, we suggest that such a pleaii fication is 
useful and that efforts should be made to remove the statistical 


limitations now existing in this total figure, 


25. Total instalment credit outstanding increased from 
$1,100 million at the end of 1952 to $2,220 million at the end of 
1956, and by another $1 billion to $3,227 million at the end of 
1960, This rapid rise is also reflected in the percentage of all 
consumer credit accounted for by instalment credit; the ratio was 
58.3% in 1952 (having increased sharply from 50.9% in 1951), 68.8% 
in 1956 and 74% in 1960, The main types of consumer credit 
responsible for this sharp absolute and relative rise are readily 


apparent from the details shown in Tables I = 3 and I = 4, 


26, cols-(11-17) Single Payment Credit 
We have rounded out this discussion of consumer credit by showing 
details for the major categories of single payment credit for which 
data are available. Column 11 combines department store charge 
accounts and other deferred payment plans; it is subject to the 


limitations discussed and the figures in Column 3, Column 12 
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represents charge accounts of other retail dealers, which have 

been increasing slowly in absolute amounts, and show a steadily 
declining percentage in terms of total consumer credit, Column 13 
shows balances outstanding en oil companies’ credit cards (figures 
are available quarterly mince the end ef 1955); they are included 
here in order to arrive at os comprehensive a picture on consumer 
credit as is possible on the basis of present statistics, Column 14 
shows fully Gacuted loans of chartered banks (by marketable bonds 
and stocks) under the heading of Ginele payment credit, as it is 
helieved that the essential Paper ge etetteeipltye a single Sopaynont.\ 
In absolute terms these loans have moved within a narrow range for 
the entire period under review: the outstanding amount was $226 | 

_ million at the end of 1951, $313 million at the end of 1956 and 

$336 million at the end of 1961, In relative terms their import- 
ance has decreased from 16,0% at the end of 1951 to 9.7% at the end 
of 1956, and 6.6% at the end of 1960. Column 15 shows life insurance 
companies' policy loans which have increased gradually in absolute 
terms, At the end of 1951 the amount outstanding totalled $199 
million; by the end of 1956 this had increased by $71 million to a 
total of $270 million outstanding and from then until the end of 
1961 there was a further increase of $90 million to a total of $360 
million outstanding, In relative terms these loans destined from 
14.1% of all consumer credit in 1951, to 8.4% at the end of 1956 and 
7.9% at the end of 1960, Column 16 rounds out our picture of single 
payment credit with "Quebec Savings Banks Loans Not Secured By Mort- 
gages" which play a minor role in total consumer credit as their 


total percentage has not exceeded 0.4% in the period under review. 


27. Total single payment credit as defined in this classi- 
fication has increased from $696 million outstanding at the end 
of 1951 to slightly more than $1 billion at the end of 1956 and 
$1,136 million at the end ef 1960, Because of the much more rapid 
increase in instalment credit, the share ef single payment credit 
has declined, falling from just under one-half of the total out- 


standing in 1951 (when controls over instalment credit were in 
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ul 


effect) to 31.3% of the total in 1956 and only 26% at the end of 


1960, 


28, col-(18) Total Consumer Credit — 


Total consumer credit as shown here has increased from $1.4 billion 


at the end of 1951 to 8.2 billion at the end of 1956 and $4,4 
billion at the end of 1960. We have used this figure merely as a 
standard against which the relative importance of individual 
components is compared. A discuss a of the possible burden this 
total consumer credit implies for the Canadian consumer will be 


found in Section VI below, 
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SECTION II 
1 
W) CONSUMER INSTALMENT SALES CREDIT AND FINANCE CHARGES 
3 
# 29, On the basis of the consumer credit classification shown 


5||in Table I - 2, we turn to an analysis of instalment sales credit pro- 
9 p 

6 vided by Industrial Acceptance Corporation as a consumer sales finance 

1) 


company, ~ The essential "retail" iunction of a sales finance company 


is to supply purchase credit which is extended by a manufacturer, 


distributor or merchant at the time an oint of sale of a durable phic), 


9|This purchase credit involves a mechanism whereby the consumer arranges 
10||his credit directly with a merchant at the time a durable good is 
purchased, and gets immediate delivery of the item he has purchased 
(not cash). It creates a one-stop method of shopping for durable goods 
and provides an important link in the chain between mass production and 
mass consumption, It should Pe be recognized that sales finance 

14 companies are an outgrowth of the selling of goods rather than of money= 
15||lending and that their retail financing has been used by persons in all 
income classes, and not primarily by necessitous borrowers or low income 
ike, Furthermore, it is the only industry which specializes in 
providing the smal] businessman with credit services which enable him to 
compete with large, well-financed merchants and department stores whose 
19 volume of business permits them to handle their own instalment credit 


20 |iservices, 


at 30. Statistical Summary 
22 Tables II - 1 and II - 2 summarize the importance of 


23 consumer instalment sales credit supplied by sales finance companies 


24 in Canada in the last decade; the amount of the outstanding balances 
accounted for by IAC is also shown, 
25 
26 I.A.C.'s activities in supplying business, commercial and industrial 
credit are discussed in Section IV, 
27 This distinguishes it from “loan credit" whereby an individual goes 


to a bank or loan company to obtain cash for a specific purpose, 
Consumer Instalment Credit, op.cit,, Volume I, Part 1, Page 38, 
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1 
2 
P Foal 
3 Table II - 1 


4 RETAIL INSTALMENT SALES CREDIT BALANCES OF ALL SALES FINANCE COMPANIES AND 
INDUSTRIAL ACCEPTANCE CORPORATION LIMITED; 
TOTAL INSTALMENT SALES CREDIT, TOTAL INSTALMENT CREDIT AND TOTAL CONSUMER CREDIT 


5 
MILLIONS OF DOLLARS OUTSTANDING 
6 END OF YEARS 1951-1960 * 
7 
(1) (2) (3) (4) 
8 Sales Finance Total Toenail Total Consumer Sales 
Companies Instalment Inst ent Consumer Installment Paper 
9 End of (Retail Paper) Sales Credit _ Credit .. _Credit _ - IAC 
n951 186 326 720 1,416 61 
10 952 bi fe, 616 1,100 1,886 137 
11 [1953 516 803 1,413 2,255 172 
Fe 1954 492 820 1,531 2,394 146 
955 ie, 982 1,894 2,885 | 176 
13 
1956 756 L278 2,220 3,229 229 
14 957 780 1,239 2,512 3,291 224 
15 [2958 768 1,240 2,553 3,600 212 
t 1959 806 1,327 2,949 4,039 227 
6 : 
1960 828 1,385 LAE | 4,363 230 
17 
n961 760 n/a n/a n/a 215 
18 
increase’ 
19 Ihos156 570 852 1,500 1,813 | 168 
20 1956-60 72 207 1,007 1,134 1 
1951-60 642.0002 1,059 2,507 2,947 169 
21 
,1 See Appendix I, Table I-3, Column l, 
22 he See Appendix I, Table I-3, Column 5. 
3) See Appendix I, Table I-3, Column 10, 
93 4) See Appendix I, Table I-3, Column 18, 
1961 where available, 
24 
Pas 
26 
27 
28 
29 


30 
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Table II - 2 


OUTSTANDING RETAIL BALANCES OF SALES FINANCE COMPANIES 


AS A PERCENTAGE OF 


IAC Consumer 

Retail Instalment 

Credit 0/S as la 
Total Sales Total Instal ment Total Consumer % of All Sale 


End of Instalment Credit Credit Credit Finance Compariies 
1951 57.1% 25.8% 13.1% 7 32.8% 
1952 60.6 33.9 19.8 3647 
1953 64.3 5055) 22.9 ID.od 
1954 60,0 3268 20.6 29.7 
1955 61.0 31.6 20,8 29.4 
1956 | 64,2 34.1 23.4 30,3 
2951 63.0 Po at a PY | 28.7 
1958 61.9 30,1 21.3 27.6 
959 60.7 Be 20,0 Bene 


960 59.8 2567 11930 2758 
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31. Between the end of 1951 and 1960, the retail paper out- 
3 standing held by sales finance companies increased by $642 million, with 
4|| $570 million of this increase taking place up to end of 1956, and only 


5 $72 million from then until the end of 1960, Corresponding absolute 


6 increases in (1). . total instalment sales credit, (2) total 
instalment credit and (3) total consumer credit are summarized in Table 
7 
II - 1, While total instalment credit outstanding increased by more than 
8 


$1 billion between the end of 1956 anc ° 260, sales finance company 
9|| paper contributed only {72 million to this overall change, Total instal- 
10 ment sales credit contributed slightly more than $200 million (including 
the $72 million of sales finance companies), with the remaining 4/5 of 
the increase coming mainly from personal cash instalment loans of the 


small loan companies ($161 million), credit unions ($199 million) and 


13 
chartered banks' instalment credit ($422 million), 
14 
32. Table II - 2 shows the ratio of sales finance company 
15 
retail paper outstanding to the larger totals of instalment credit, as 
16 


well as to total consumer credit. Since 1951 the share of total instal- 
17 | ment sales credit accounted for by the paper of the sales finance 
18 || companies has been relatively steady and has fluctuated between a low 


ratio of 57,1% at the end of 1951, and a high of 64.3% at the end of 


19 

1953. At the end of 1960, the corresponding ratio was 59.8%, Competitive 
20 

developments have produced a far greater fluctuation in “market shares" 
21 


once all sources of instalment credit are taken into account, Thus, out- 
standing sales finance company paper accounted for more than 30% of total 
23 |instalment credit at the end of each of the years between 1952 and 1958; 
by the end of 1959, this ratio was reduced to 27.3%, and at the end of 
1960, it declined further to 25.7%, All these figures emphasize that com- 
petition in the consumer instalment credit field is rapidly changing the 
relative importance of various sources of supply. Thus, credit unions, 
chartered banks and small loan companies are showing appreciable gains 


in their respective market shares. 
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33, The amount of consumer retail instalment paper outstanding 
on the books of I.A.C,. also emphasizes this trend, Starting with $61 
million in outstandings at the end of 1951, the total outstanding increase 
to $229 million at the end of 1956, Since that time the outstanding 
year-end total has been virtually static, ranging between $212 and $230 
million, Our share of the total sales finance companies’ paper in this 
category averaged about 1/3 of the Jwial in Canada in the early Fifties, 


and has since declined to about 28%, 


34, Nature of Installment Saies Credit 
One of '°~ important issues surrounding the 
operations of the sales finance companies arises in whether or not 
they have the major characteristics and perform the functions of banks, 
Here in Canada one opinion can be summarized in the words of James Coyne, 
the former Governor of the Bank of Canada: 
"The existence of what amounts to a rival banking system, competing 
for deposits and short-term funds in order to make short-term loans 
to finance consumption ....without supervision or regulation, and 
out of step with the trend of credit policy in the regular banking 
system, can be a definite handicap to monetary policy during a boom, 
and will also have de-stabilizing effects during any recession of 
activity that may ensue, 
"Finance companies carry on an operation which is in all essentials 
banking, but are not restrained by changes in monetary conditions." 1) 
35, The use of the words "rival banking system", or "near- 
banking system" has continued from time to time since 1956 and only last 


year the President of one of the chartered banks suggested that the 


efficiency of monetary policy could be improved by including as part of 


the money supply definition the deposits said to be taken by various 
credit-granting institutions, including finance companies, At present we 
would like to examine what element of truth there is in the contention 
that a sales finance company such as I.A.C. is essentially a bank, a 


near-bank, or a rival to the existing banking system, 


Bank of Canada, Annual Report for the Year 1956, pages 26 and 27, 
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2 36. To begin, we would like to dispel the illusion now existing 
in the minds of some people that this company takes deposits in the sense 
that the word "bank deposit" is usually defined, One generally accepted 
Heatn aan describes a bank deposit as follows: "A deposit is a debt of 
the bank to the depositor, who has the right to draw a cheque or cheques, 


6||\up to the amount of his balance, ordering the bank to pay himself or 


7\\others specified sums, and the bank is under obligation to honour and 
pay Ge duly drawn cheques on prsieataeiog ue In addition to this, 
there are seis or notice deposits . sh may specify a withdrawal 
notice, and other variations to bank deposits, which are usually accom. 


panied by another important characteristic: a passbook evidencing the 


11} existence of such a deposit, 


37, The argument that the sales finance companies have in 
recent years competed for money that might otherwise have been left as 
14) bank deposit funds is entirely another matter, A financial analysis of 
15|}/our company shows that our short-term notes have certainly played an 
increasingly important role as a source of oeeared funds during the 


last decade. Our entry into the Canadian short-term money market has 


been viewed by experts as a desirable development in the broadening and 
better functioning of this market. It is a market where the founeal 
treasury, the sales finance companies, other large business borrowers, 
20.|\some chartered banks, and more recently, some provincial governments and 
71 municipalities are actively competing for short term investment funds 
available in Canada, The actions of all such borrowers, other than the 
banks, do not fit the description of "taking deposits", While it can be 
implied that this market is deposit-competing, this is not a valid 
criticism of its existence or the presence of one or other of the short 
25 term borrowers in the money market. It must also be noted that the 


26 |short-term borrowings by finance companies do not necessarily remove such 


funds from the banking system, 


Ray B, Westerfield, Money, Credit & Banking, (Revised edition), 
29 1947, page 175, 
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38, A second point of distinction between finance companies 


of financial institutions compete today in the Canadian consumer credit 
"industry", their powers differ radically in that the chartered banking 
system has the ability to arente a multiple credit expansion on the basis 
of an increase of the reserves in the system, and has the recognized 


unction to create a substantial part of our money supply. A sales 


8 


inance company, on the other hand, collects the funds available from 


pther people and uses them to finance instalment sales with no multi- 


9 


plier effect. We are aware that the Bank of Canada can regulate chartered 


10/ 


bank credit, and can carefully control the base on which credit expansion 
an take place in the chartered banking system, But this does not alter 
he fact that multiple credit expansion can be based only on a partial 


eserve system, 


39, How does the operation of a finance company compare in 
his respect? It is plain that we are purely a financial intermediary 
hich draws on available funds from various sectors of the financial 


rommunity, and, in the case of our consumer financing activities, makes 


17 


redit available (through merchants) to consumers who want to obtain the 


18 


k of durable goods ahead of their willingness to pay for them in cash, 
19 
tt has been suggested that instalment credit accelerates the velocity of 


20 
predit in the financial system, This suggestion rests largely on a 


heory which assumes that the short-term funds we use would otherwise 


jinance credit did not exist, such idle funds would not be used for the 


24 | 


linancing of consumer durable goods, the demand for which shows sizeable 


emain essentially idle, Ina capital-hungry country such as ours, this 


s hard to believe, There is also a second assumption that if sales 


nyclical fluctuations, The diversity of sources of credit now available 


70 the consumer once again dispels this idea, 


40. Instalment Sales Finance Companies Services 
The nature of the service supplied and the price charged by a 


iimance company is frequently misunderstood and misinterpreted, We 
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sales financing, A convenient starting point for this approach is to 


3 

reiterate that consumer instalment sales credit arises out of the selling 
4 . 

of goods, rather than the lending of money. The process immediately puts 
5 


the use of durable goods into the hands of the purchaser; often well 


6|| ahead of the time that he can pay for the item in cash, In other cases, 


7|| it enables him to keep savings intact, which he may well have available. 


8 41. In terms of the price «system, the instalment credit 
9|| process creates one more dimension; in addition to the cash price for a 
10 durable good, a time price is created for the same good which will depend 


upon (1) the amount of the cash down payment of the prospective buyer, 


11 

(2) the price set on the surrender value of a trade-in good, if any, and 
12 

(3) the length of the period over which the instalment financing will be 
13 


done. While we are aware that competition among sellers of durable goods 
14] creates other price dimensions (and that such competition has an impact 
15|| on the setting of the finance charge), the process of instalment financing 


confronts the consumer with only the additional variable of a time sale 


16 
price for a given consumer durable good. 
17 
18 42. The sales finance company has no contact with the consumer 
19 and, therefore, cannot influence his choice between these two alternatives 
it does not coerce him, nor does it enter into an individual transaction 
20 
until the final terms have been hammered out between purchaser and dealer, 
21 


Thus , its functions are pin-pointed: it must set the price at which it 
22) will purchase retail paper from the dealer having regard for (1) the cost 
23\| of the funds it employs, (2) the expenses it incurs in the cea of 
an individual instalment finance contract and the losses it must sometimes 
take, (3) the competition among sales finance companies to finance the 
retail paper of a particular dealer, and (4) the necessity for earning a 


satisfactory profit on the transaction, 


43, From the viewpoint of the seller of the goods, the choice 
is »; follows. Knowing the terms upon which financing from sales finance 


ccmpanies, chartered banks, etc, is available to him, he creates the 
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time payment sale, and then decides to do one of three things: 
(1) He may carry the receivables on his own capital resources 
(the importance of department store and other retail dealer 
instalment sales credit is seen in Appendix I, Tables I - 3 and 
Lo i4) | 
(2) He may use the receivable as collateral and carry it with 
funds borrowed from a bank, 
(3) He may sell the contract to a sales finance company. 
Actually there are some dealers who °~v operate in all three ways or at 


least in two out of the three ways. This is not uncommon, 


44, At the risk of some repetition we would like to summarize 
the process of the instalment sales credit creation as follows: The 
prospective instalment purchaser enters a dealer's place of business, 
picks out the automobile, refrigerator, stereo equipment, furniture or 
whatever he wants to buy on the instalment plan, and arrives at an agreed 
time price with the dealer. After making the down payment, he signs a 
contract of conditional sale and, if the dealer is satisfied as to the 
credit of the buyer, delivery of the merchandise can be made immediately, 
No finance company has entered into the deal, directly or indirectly up 
to this time, and in fact, it may never do so, The dealer might decide 
to carry that contract himself or through his bank, However, the finance 
industry does offer the very important service of credit investigation 
which is widely used by dealers for the purpose of checking the status of 
the prospective buyer. This is particularly important, of course, where 
the buyer is not well known to the dealer, Let us assume that the dealer 
sells the contract to a sales finance company, Having first completed 
the contract by adding his assignment, the dealer either mails or 
delivers it to the nearest office of the finance company, where it is 
carefully checked. The sales finance company first must be satisfied as 
to the credit of the purchaser, that a satisfactory down payment has 
been made and that terms of repayment will keep the balance owing within 
the probably realizable value of the good throughout the life of the | 


contract. If these requirements are reasonably met, the sales finance 
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2|| company issues its cheque for the proceeds and the dealer thus 


3 


4 


5 


6 


28 


30 


receives cash for the transaction less the value of any trade-in which 
may be involved. At the same time, the finance company notifies the 
purchaser that it has bought the contract, sends him a transcript of the 
account and explains that payments are to be made at its office, either 


by mail or in person. 


45. The purchase credit transaction involves the supply of 
a credit service package; the price ch »d by the seller for this 
service is called a finance charge and represents the difference between 
the cash sale price anc time sale price, If a sales finance company 
is brought into the pivthre through the purchase of the instalment paper 
created by the dealer, the finance charge becomes a sales price for 
credit services of the sales finance company. Thus, it shofild be viewed 
as a service charge which must cover a number of variable expenses and 


overhead, and provide a return on mone invested, 
9 ny; 


46. Cost Components of the Finance Charge 


From the viewpoint of the sales finance company (or any 
individual merchant carrying his own paper), the following cost components 
arise in any individual time sale transaction: 

(1) The eb internal costs for opening, handling and ar daa te a 
particular account. In addition, most sales finance companies 
today also provide life insurance ieee to most customers to 
cover outstanding balances. In our case, there is no separate 
charge for this service, and the net cost incurred by I.A.C. for 
this coverage has grown from moderate gums since 1945 (when LAC Ce 
pioneered this service, as we were probably the first sales finance 
company on this continent to inaugurate the purchaser life insurance 
protection plan) to $952,000 in the policy year ended September 30, 
1961. <A detailed picture of purchaser life insurance provided by 
our company can be obtained from Table II - 3, Incidentally, I.A.C. 
places this life insurance coverage with an independent company in 


which it has no interest, Another cost involves credit investigation 
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and appraisal which is widely used by dealers for the purpose of 
checking the status of the prospective buyer, Over the years I.A.C. 
has developed a highly effective and efficient method of checking 
the credit worthiness of instalment buyers which is done through our 
company's nationwide branch organizations and specialized credit 
reference bureaus in Toronto, Montreal and Ottawa where we employ 
14 persons for this purpose. These offices keep records of trans~ 
actions numbering in the hundreds of thousands and maintain ready 
references on all of these. While % : credit service is no doubt 
an important factor i: the very high-grade performance of sales 
finance receivables, a certain amount of final losses are still 
suffered by sales finance companies, no matter how good their 
credit investigation system is, It follows, therefore, that a 
provision for the risk and for the shouldering of some eventual 


losses must also be made. 


(2) Interest payments on the funds borrowed by the sales finance 
company are a second major category of costs specifically applicable 
to the instalment sale which must be recovered in the finance charge. 
A detailed, financial summary of I.A.C. is presented in “&ction V 
below, for present purposes it should be noted that interest payments 
in the last twelve years have averaged 31.0% of the gross income 
(from all finance charges) of the Company, The weighted average 
interest rate on all funds borrowed by I.A.C. at the end of 1961 
amounted to 4.95%; a discussion of interest rates paid by the 


Company will also be found in Section V. 
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(3) Finally, the finance charge must make a contribution to the 
9 
"overhead" of the sales finance company which are largely other 


"general and administrative expenses", i.e. salaries, rent, etc. 


This brief listing of the wavure of the major costs incurred by sales 


finance companies is designed to show the complex nature of our business 


and the variety of cost components which must be taken into consideration 


in setting the price for the finance 5 rge. 


47, Finance Charge Disclosure Proposals 


One aspect of consumer credit and the finance charge 
which has received considerable public attention in Canada concerns the 
so-called finance charge disclosure. Its advocates argue that consumer 
credit service charges should be expressed in terms of simple annual 
rates of interest, The (Gordon) Royal Commission on Canada's Economic 
Prospects received the following recommendation on this subject: 


"But we are of the view that there is one form of legislation which 

is as desirable in periods of inflation as in other periods, whose 
effects would be wholly salutary both in assisting the price mechanism 
in the performance of its essential function and in controlling in- 
flation, and which is apparently within the competence of the federal 
parliament, This is legislation to ensure that those institutions 
such as instalment finance companies, loan companies, money lenders, 
banks and retail dealers, which extend credit to consumers, state the 
rate of interest being charged clearly and in such form as will permit 
consumers readily, without elaborate calculation, to compare the rates 


charged by different lenders. The price system and monetary policy, 
which works through the price system, cannot work if prices are not 


known generally. Advertising, in clear, unequivocal terms of rates of 
interest being charged on loans to consumers would facilitate the 
working of the price system and of monetary policy in the realm of 
consumer credit and consumer transactions generally. It would appear 
that legislation is needed to induce such advertising of the rates," = 


48. It should be noted that legislation of this nature has bee 
introduced on three occasions in the Senate of Canada by Senator David 


Croll, The latest version of the proposed legislation was introduced ear 


1) William C, Hood, Financing of Economic.Activity in Canada, 1958, 
Page 197, (emphasis added) . 


edd of nottudittcos 9 ‘olen dem fas ht sonst? odd ‘\iisait @- 


yerto yloyts! ore dotelw weragag oonantt soles. edd to *basdrovo" , n 
‘is vote dimen vaetrales 29, Eg Nauaisaxs avi eeisubaens pana iarenog" “hk 
ial b , | en 1" 
golss yd hieciiiad: afta tofem oft To ovgcne odd to gniteit toind aldT \2 
sottesd ru0 to eusden xolqmoo edt wode ot boagiach et soinagmos sonent? | 
yitsvebianos obnt coved od daum doidw staeneqmoo daoo to ytolrev odd bos ls 
cog) §«6«-gomtetit odt tot soktg en caneet 
"yp insouesd oueoloeld opredd comeatt vb lor 
ogisds sonsnkt oat bas tibsro somgenoo to tasqas on0 3 * KR 
oft earoonos shsasd nt soidnedts 9ildig eldsrebianes bevicoot aad so ise | 
yomsenos dad ouaxs aedsocevbs atl .smeoloskb ulate ahaante holiso-oa i 
él 


lavens olquke to ened af hoeeetgqxs ed biuede soyrado soivies ¢ibetoe 
simenool e'shene) go moteximmed LayoH (mobrod) salt wtesisdal te eo¢sx jal 
:dostdsa eid oo neitabuommooot gniwollot odd boviooet etosqeortl jer 


doidw aoiteleatgel! to mot one et ov9edé tadé woiv add Jeo ors ow sufi" 


seotw ,shotxeq reido at es sokinlint Jo ehoiteg of eldextesb es ak ol 
sinsdoen soitq oft amidateas oi dted yisdules yifodw od bivew adostits 

~fi goiifoxtmoo mi bas ootteaut [sidaoses etki lo sonsmxoinag odd ak iM 
lstsbet ot to sonsdeqmoo odd atdtiw yldmorsqqs at doidw bae etordalt 

asoitudideat saedt dads omveane od moigsI[eigel ci aidl ,daomsiirsq iar 


,etobuel youom ,asinegqmoo nacl ,aotnsqmoo sonentt dnomflsdent es doue « 
“i esate «2 tompettoo od tibexo baetxe dotdiw ,esolseb Listex bra edoed 


_iiiw es mrot dove at bas yluseels begisdo gnied georsdnk lo otar Qk 
eg old sisgmoo oF 2fioids io 80 eisrodslo jnodtiw »yiibsor sxoswasog 
"ywotlog yistenon bas moteys esottq off ,axobasl tuerettib yd bopiado os 


vom sis asoiig ti aArow yoonso ,modveye sottq odd devordd aglrow, do idw 

» voter So emzod [svevinpsoy ,xselo of ,gatekdievbA .ylisisney awond 
oat otstiliosl bilyew erompancs of enol so begisse ypoted taaxstak 

to mise x edt ait yotleq vistonom to bas meteye sokiq sdt to gntaxow 
Papin bivow ¢I .ylistencg emoitosanetd r9omuenos bas tibero 1smHesmoo xe 
*,eots1 ond to gutaisiervbs down soubat of bebosn at moktsalaigel seds 


j ro wi CaN 

od esd orptsa akdt te motésietgel gadé beton od bloeda ti .8b ae 
bivs todso0eg vd absosd to o¢snge odt oi enckessoo serdé no boouborsak 

| aN 


19 beoubordni asw nottslaigel hexoqoertq gilt to moierov dastsl odT , {Loxd 


TORS ibeaied gb vabebhils sabecoat Ya pabumeet hoon .o antitieoe 
» bsbba leads) rel syed 


29 


30 


Nethercut & Young 
Terente, Ontarie A1433 


in 1962, 


49, Once the finance charge is recognized as the price for a 


package of credit services, the idea that it can be expressed as some 


type of simple annual interest rate becomes invalid, We would like to 


classify our objections against the simple annual interest rate method 


of finance charge disclosure as follows: 


(1) 


(2) 


The nature of the finance charge: 


A. The further one departs from a large, single payment loan, 
the further the charge on the . n departs from what is properly 
called interest, 

8B, The major component of a consumer finance charge is for 
service and risk rather than forebearance, and such a charge 
is, therefore, more properly viewed as a service chargé, 

€. The public does not have a concept of borrowing (nor does 
it borrow money) when purchase credit is involved; the essen- 
tial transaction in all purchase credit is the sale of a good 
at a time sale price, 

D. The finance charge is a price set by a seller to reimburse 
him for a time sale made under one set of circumstances, as 
against a cash sale under a different set of circumstances, 


E,. From the point of view of the time buyer the finance charge 


is the price paid for: 


i) the credit extended. 


ii) the use of the article purchased while it is being 
paid for. 


iii) having the credit service available at the place 
of purchase, 


‘Practical Difficulties: 


A, For some types of consumer credit the figures required to 
convert finance charges into simple annual rates on a properly 
comparable basis are not uniformly available, because the 


inf ermation is not known when the credit is granted, 
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~ F, Terento, Ontario A1434. 
1 
2 B, Most merchants are not mathematicians; they are going to 
3 have a difficult time arriving at approximate interest rates, 
C, There are several recognized formulae for approximating 
t effective interest rates, 
5 
4 (3) Trade Practice Consequences: 
Competition among sellers of consumer durable goods is such 
d that proposals for converting all finance charges into annual 
8 interest rates could backfire if the finance charge were 
9 buried in the price of a good sold because of a merchant's 
10 efforts to quote the lowest possible interest rates, In 
1 addition to this, various fees and insurance premiums can be 
part of the gross finance charge, and this may make it 
'% difficult to identify the finance charge accurately. 
13 
1A 50. These ideas are applicable in various degrees to many 
types of consumer credit, but the present section applies their logic to 
= instalment sales financing. We have already pointed te the nature of the 
16 


services involved in granting instalment credit, and to the composition 
17 | of major costs, We think it is sound to assert that the finance charge 
18 |) obtained by I.A.C. is in the nature of compensation for a service package 


which should no more be expressed as a simple annual interest rate than 


19 

the price for any other service purchased by consumers, Any proposal to 
20 

restate this finance charge as a simple annual rate of interest is an 
21 


attempt to mould the entire finance charge as interest (i.e. a payment 
221 tor forebearance), which it is obviously not, In addition, requiring 


such a statement might have adverse consequences for the consumer, 


51. All our conditional sale contracts disclose fully the 
difference between the cash sale price and the time sale price; this 
can be seen in the specimen contract appearing on page 34 , We have 
followed this practice since the establishment of our Company, and we 
believe it to be a full and unequivocal method of disclosure. We submit 


that the consumer should be given the opportunity to make comparisons 
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tN ok de eae PLEASE READ CONDITIONS 
3 C TO PURCHASER: ON REVERSE SIDE, CAREFULLY, B4 
|e CONDITIONAL SALE CONTRACT 
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| MRS MISS FIRST NAME IN FULL AND INITIAL <- USE BLOCK LETTERS -» SURNAME 
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CQLLISION AND COMPREHENSIVE INSURANCE IS DESIRABLE ON ALL VEHICLES. IT 1S REQUIRED WHERE THE 
ime HP AID BALANCE TO BE FINANCED EXCEEDS $300.00, PLEASE CHECK ONE OF THE FOLLOWING SQUARES. 


PLEASE INCLUDE THE PREMIUM IN THIS CONTRACT, A COMPLETE APPLICATION TO MERIT INSURANCE COMPANY IS ATTACHED, 


i, THE REQUIRED INSURANCE COVERAGE HAS BEEN PROCURED THROUGH (0) Sei BhiiG BONO NORTOF BG | 
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12 

“(NAME OF INSURANCE GOMPANY) 
{ EVIDENCE OF SUCH INSURANCE 1S ATTACHED 2 0R, WILL BE PROVIDED - SHOWING THAT THE INTERESTS OF PURCHASER, VENDOR/ASSIGNEE ARE PROTECTED. 
1 | Vendor hereby sells and Purchaser(s) hereby jointly and severally purchase(s) and agree(s) to pay for, subject to the terms and conditions herein and on the reverse 
rgof, the following goods, delivery and acceptance of which in good condition and as offered is hereby acknowledged by Purchaser(s), 
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CONDITIONS OF 


The following terme and conditions are part of the contract set forth én the reverse side hereof and are binding 


1, Title to, propecly in and ownership of sald goods shall remain in Vendor 

+ at Purchaser's risk until all amounts due hereunder, ot any renewals or exten- 

sions hereof ot of said note, or under any judgment secured, are paid in cash. 
Purchaser agrees to be liable for all loss damage to said ee however caused, 
and assumes all of the obligations and risks of an absolute owner and agrees 
fo Indemnify and save harmless Vendor and Vendor's assigns from any and all 
loss or claim for loss or vi to persons or property caused by reason of the 
ownership, Use or operation of said goods, 


2. Purchaser shall not disposo of said goods, use said goods illegally or 
i and shall disclose tho exact location of same and pormit Vendor to 
“oxoMIne same upon request; and shall properly house and keep in good rej i, 
said “Ae froo of all liens and charges, Vendor may at his als poy any ra. 
44 Hen or other change and add the amount thoreof to the halance outstanding 
grounder and the amount so paid shall become due und payable forthwith. 


3, Purchaser shall Insuro and keep Insured sald aie agalnst the risks of 
firo, theft and collision, with loss payable to Industrial Acceptance Corporation 
Limited. If an Insuranco promium is Included in the total deferred paymants 
Vondor's Fhe shall he limited to tho transmissicn of the Purchaser's ap- 
plication for Insurince to the regular Insurors of Industrial Acceptance Corpor 
ration Limited, and to Nala crodif to Purchasar for any remaining part of the 
Insurance premium if the risk is refused |i in part by said insurers, 
If no Insurance premium Is Included In the sota: desorred payments Purchaser 
shall furnish to Industrial Accoptance a ated, within two days of 
tho present dato, a certified copy of a policy ol ins vance covering said goods 

_ Ogainst sald risks; if said risk is refused in wholo or in port on the insurers of 

after having been” 
in offoct, Purchaser shall furnish to sald Corporation a cortified copy of a policy 
of insurance covering said risks within two days of notice of said refusal or of 
sald cancellation, as the case may be. Purchaser shall also furnish to said Cor- 
poration a certificate of renewal of sold insurance at least ton days before the 
expiry of any policy. Should Purchaser fail to keop suid goods so insured and to 
furnish evidence thereof, Vendor or said Corporation is i at their uption, insure 
said goods and add the premium to the amount remaining outstanding here- 
under and the full amount remaining outstanding hereunder shall immediately 
“become due and bi ard whether or not'Vendor or said Corporation have so 
insured said Hodds: urchaser hereby authorizes his insurers to pay Industrial 
Acceptance Corporation Limited the proceeds of any insurance on said goods 
and all return premiums, and does hereby assign and transfer to said Corpora- 
ton all such proceeds and return iain and any payments so made ta sald 

* Corporation may be applied to the repair of said goods or to the balance re- 

» maining unpaid hereunder at the option of said Corporation. Cd 


4. Time Is of the essence of this agreement and if Purchaser defaults here- 
under or violates any term hereof or goes into bankruptcy or if said goods be 


the Purchaser as act out therein, 


Vendor warrants that said goods are completely and accurately described in said contract-and that they are néw and unused (unless otherwise stated in said contract) and 
© that the portion of the down payment described as cash was in fact paid by Purchaser in cash and not its equivalent and that no part thercof was loaned to Purchaser by Vendor, 


Vendor guarantees the performance of said contract and jointly and severally with Purchaser agtees to pay the Corporation on demand the entire amount unpaid under said 


1. °'s! note and/or contract and any deficiency arising out of the repossession and resale of said 


t 
t 


pay 


30 


test and notice of dishonor and of pro- 


ie _ Purchaser shall release Vendor from his liability hereunder. 


IN WITNESS WHEREOF said Vendor has subscribed his name this 


The undersigned endorser(s) hereby 
expressly waive(s) presentment, pro- 


; test of the within note. 


poms ese Sa ee pe ei 


(Additional Endorser(s) 


(Address) 


. ouriemts pelea dinette ialiih beet dna ae ie aah mea em Le Oe 


‘Upon oradded to said goods.) 9 


, fanty, as to the “Year Model’ even if stated heroin. r 


VENDOR’S ASSIGNMENT 


Ai¢iry FOR VALUE RECEIVED the undersigned does hereby sell, assign and transfer to Industrial Acceptance Corporation Litnited his right, title and interest in and to the 
«) within contract and promissory note therein referred ta. Vendor does also hereby sell to said Corporation the goods referred to in the within contract, subject to the rights of 


goods as provided therein, Vendor agrees that his liability hereunder shall not be affected 
by any settlement, extension of credit or variation of terms of said contract, nor additional security taken by the Corporation, nor by any negligence on thé part of the Corporation 
. In asserting its rights, nor by reason of any ldss, depreciation of or damage to said goods, nor ahy omission in, filling or recording said contract or any renewal thereof, nor the 
"termination for any cause whatsoever of any right of the Corporation against Purchaser and that nothing but full’ payment in cash to the Corporation of the amount owing by 


If said goods be repossessed Vendor agrees to store same safely for the account of said Corporation without charge and Vendor agrees not to sell or use said goods except 


‘Upon written instructions from the Corporation: In the event of resale, all monies, goods and securities paid of delivered on such resale shall be the property of said Corporation 
‘and Vendor slald hold same in trust at Vendor's risk and shall promptly pay over and deliver same to the Corporation, 


Upon payment by the undersigned to Industrial Acceptance Corporation Limited of the amount secured by the within contract, the within contract and all of the right, 
. title and interest of Industrial Acceptance Corporation Limited in, and to the said contract and the air ag vA therein described shall be forthwith automatically reassigned to the 
undersigned without the necessity of any formal or other assignment being executed and delivered by th , 


Pay to the order of Industrial Acceptance Corporation Limited, presentment, protest and 


notice of dishonor and of protest of the within note being hereby waived, 


ore Rani enero 
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SALE GONTRACT 
upon the parties thereto, 


rent or confiscated or if Vendor. or his assigns feel unsafe or insecure, oll 
remaining instalments shall, without notice, become due and payable and 
Vendor may forthwith take possossion of said goods and for such purposes may 
enter premises without notice or demand and without legal process. 


5. If sald goods come Into the possession of Vendor through repossession, 
voluntnry surrender thereof by Purchaser, or otherwise, Vendor may at his 
option retain sald goods, in which case all payments previously made shall re- 
main the property of Vendor as liquidated damages and not as 0 penalty; or 
Vendor may house or store said goods and repair or re-condition the same and 
tesell the same in such manner and for such amount and upon terms as Vendor 
deems proper; upon such sale Vendor may accept other goods as part payment 
of the sale Bet but the Pi ad Purchasar shall bo entitled to be credited. 
only with the actual proceeds when realized and rocoived in cash through the 
sale of such trade-in after deduction of all expanses chargos and kamvaaions 
In connection with sald qoods and In connection with the fepalring and to-salo 
of such trade-in, Purchaser shall be liable for any deficioncy, Any ereek shall 
“© ronald to Purchaser, Purchaser walves all claims for damages arising out of 

rapossassion, romoval or resale of sald goods. 


G. All rights and remedies hereunder are cumulative and not alternative. 
Purchaser warrants that the information given in the Purchaser's Statement’ 
is true and was given to Vendor to induce Vendor to enter into this contract, In 
his agreemont ‘goods’ shall mean the goods above described and all equip. 
ment, attachments, accessories, replacements and repairs which may be placed 


7, Purchaser takes notlce that this agreement, Reged with Vendor's title to, , 
proparty In and a of sald goods and said note are to be forthwith 

assigned and negotiated by Vendor to Industrial es Corporation Limited, 
and that sald Corporation shall be entitlod to all of the rights of Vendor free 
from all equitios existing between Vendor and Purchaser. Purchaser hereby 
accepts notice of such transfer and further accepts notice that Vendor is not an 
agent of said Corporation for any purpose and that sald Corporation will accept 
no evidence of payment other than its official receipt, If this contract or said 
note is placed in the hands of a Solicitor, there shall be added to the outstand- 

ing balance 15% of such balance as solicitor’s foes, ina 


8. Purchaser acknowledges that this agreement constitutes the entire contract 
and that there are no representations, warranties, or conditions, expressed or 
implied, statutory or otherwise, other than os contained herein. Without 
limiting the generality of the foregoing. Purchaser agrees that there is no war- 


9. Save as aforesaid, this agreement shall apply to, enure to the benefit of, 
and bind the heirs, executors, administrators, successors and assigns of the 
Purchaser and Vendor. i 


¢ Industrial Acceptance Corporation Limited, 


(Vendor 
Sign Trade. 
Name herejiJth |} fia i ae Gl, 


By — eee ital eee St itaet aeat iae Lh Les ae 
(Signature and Title of Authorized Official) 
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with a dollar denominator, and not in terms of a percentage rate which 
carries a misleading implication of being "interest" charged by the credit 
grantor, A further implication - always lurking in the background of 


any interest rate comparison - is that a rate above 6% has usurious over= 


| tones, This, of course, is a prejudice which has no foundation, We 


believe that it is more important for the buyer to know that the financing 
of a durable good on an instalment pian will cost him a given number of 
days’ pay rather than a percent per annum. He can then decide whether to 
forego the purchase, or whether to pro. :d with it. When a man rents an 
apartment he is not told by the landlord that his rental will be equal to 
X percent per annum on the construction cost of the apartment. The 
rental is quoted in dollars per month, The fact that this monthly rental 
may equal a certain percentage gross or net yield on the landlord's 
investment is really of no interest to the tenant, May we suggest too, 
that since the purpose of disclosure is said to be to enable the user of 
credit to compare costs, the only basis of comparison possible is that 
of dollars, Methods of stating costs of borrowing money vary among 
banks, and they in turn differ from loan companies, while credit unions 
use still other methods. While the so-called finance charge disclosure 
issue has received previous attention by experts and legislators, we 


recommend that this Royal Commission should investigate the issue fully. 


52. In addition we would like to point out that the principle 
stated here has received the attention of Provincial Governments. In 
the Province of Alberta, dollar-and-cents or a rate of interest disclo- 
sure is required under Chapter 66 of The Credit and Loan Agreements Act} 
and the government of the Province of Manitoba is presently understood to 
be considering legislation of a similar nature. We would like to con- 
clude this topic by stating that we endorse the principles of such 
legislation as long as it requires dollar disclosure as the most sensible 


method of informing the Canadian consumer of the cost of consumer credit, 
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53, Finance Charge Example 


In setting the time sale price, dealers usually use rate 
charts supplied by sales finance companies with precalculated monthly 
instalment payments, Since merchandising and competitive practices vary 


from time to time and place to place, the time sale price is subject to 


variation so that it is difficult to quote specific figures as. being 
representative of the finance charge. For the purpose of illustrating 
fluctuations, we have compiled a composite post-war picture of the prevaili 
finance charges on new cars that were u. d to establish time sale prices 

as set forth in the charts supplied to dealers by I.A.C. Table II - 4 
shows the basic rate per $100 of unpaid balance from 1946 to the present, 
on a 24 month contract. It should be noted that the rate covers new auto- 
mobiles only; on used cars the corresponding rate wattld be higher because 


of greater risk and smaller average balances. 


54. We are including this example for the purpose of illustrating 
the fluctuations in the prevailing mae that determine the difference 
between the time price and the cash price and thus, cost to the buyer, 
Between 1946 and 1955, only one add-on factor was used at any one time to | 
establish the time sale price and it rose by slightly more than 5p from 
$14.00 per $100 of the amount financed to $14.76, on a 24 month contract. 
However, in response to changing competitive conditions and the rise in the 
cost of doing business, more flexible pricing in arriving at a time sale 
rab developed among dealers, Table II = 4 shows the approximate prevail- 
ing range in finance charges on new automobiles since 1955, Depending upon 
the pricing policy of the qoaler which, in turn, is Haereacea by competiti 
in his locality, costs, etc., the purchaser financing a new automobile 
oday pays a basic rate per $100 financed which can. be either 2,6% less, 
10.7% more or 28,6% more than it was in 1946, One-half of the new auto~ 
obile paper bought by I.A.C. is in the lowest rate category shown on 
able II - 4 and the percentage of all business done at the lowest category 
as been rising steadily since April, 1960. From the consumer's viewpoint, 


it should be realized that the typical finance charge is higher today since 
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1 Y 
2 Wablest = 4 
3 
4 INDUSTRIAL ACCEPTANCE .CORPORATION. LIMITED 


ee ee tee nl 


5 ‘Finance Charge per $100 of Unpaid Balance on New Cars 


1946 to Date 
6 
7 
8 24 MONTH CONTRACT 
: BASIL ATE 
101946 - 1947 @ 14.00 
948 ~ 1950 4 14.50 
11 
951 - 1954 1550 
an, 55 = June 55 2 14.76 
13 
LOW MED, HIGH 
14 
uly 55 = Apr 56 2 > 14.76 16,76 
15 
16May 56 - Nov 56 * > = 34,76 16.76 
17tec, 56 = Sept 57 16.30 18.50 
18 
ct. 57 —- Aug. 58 16,30 18.50 
19 
pt. 58 = May 59 14,00 17.70 
20 
e 59 = Aug. 59 15.00 18,70 
21 
97$ept. 59 = Mar. 60 15.00 18,70 
23dpr. 60 = Feb, 61 13,64 © 18.70 
re 61 - Dec. 61 13.64 ° 18.70 


62 ta 4 © 15.50 18.00 


tes: a) Assumes insurgnce included; if not, add 1% flat to basic rate 
regardless of term, 

b) Average of the 7 ~ 7 3/4% range. Graduated scale was as follows: 
Up to $1,800 ~ 7 3/4%, declining gradually to 7% at $2,350. 

c) 6% discount. 
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the average amounts financed and the average length of the repayment 
Both of these factors 


period have risen with the price of automobiles, 
are dimensions in the total cost to the consumer for the time sale, even 


though they have no bearing on the time sale, 
55. Basically I.A.C, is in the position of discounting 

instalment contracts drawn between merchant or dealer and his customer, 

The charge for financing elected by the dealer is generally based en 

charts provided by I.A.C, This char, may be greater than, equal te or 

less than that required by I.A.C. for its services. Where the charge is 

greater than that required by I,A.C., the residue is set up to the dealen's 


predit and generally called dealer reserve, 
56. This dealer reserve serves the following purposes: 


To compensate the dealer for the cost incurred in advertising his 


1 e ; 
finance plan, completing the contract, credit interviews, use of his 


office space and staff for this extra work 
2. As a credit fund to cover expenses when a default occurs, these 
In addition, the dealer 


including reconditioning, display and resale, 
may also suffer a loss in the resale of the vehicle, 
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1 
2 Finance Charge By I.A.C, to Merchant 
3 56A, Having presented an explanation with an example of the 
merchant's or dealer's (seller's) time sale price and an indication of the 
: behavior of finance charges included by merchants and dealers, some further 
3 


presentation of the charge by the sales finance company to the merchant 


6] should be made, which necessarily embraces both wholesale and retail financing, 


56B, The charges levied by I.A.C. vary between wholesale and retail 
8] transactions, Variations in the latter are based on the amounts involved 

9 
9 characteristics of the transaction (such «s new or used vehicle, home 


appliances, industrial machinery or farm equipment), territories involved 


10 
(branch point or remote area), direct or indirect collection handling, etc. 
it 
56C, Specifically, while the I,A.C. charge to a dealer may be 
12 : 
$6.00 per $100 (repayable in 12 equal monthly instalments) financed on 
13 


fleet business, on individual retail new car purchases it could be between 


14|| $6.00 and $7.00 per $100 per year, The charge on a retail used car transac- 
15 tion will be higher, charges increasing progressively with the vintage of 
the unit. The older the vehicle, the greater the attendant risk arid the lower 
the unpaid balance involved, making necessary increased charges per $100 
financed, Wholesale financing charges, on the other hand, are calculated on 
18 || the number of days and number of dollars outstanding, A new car wholesale 
19 transaction remains outstanding approximately 75 days, A typical charge per 
$100 for 75 days would be $1.60 including comprehensive insurance coverage. 
To endeavour to cover a wide variety of examples and types would be voluminous 
Therefore, we have averaged charges over the past 10 years to indicate the 
22|| resulting retail and wholesale income and thus have shown in the table below, 
23 the overall income per $100 outstanding for a year on the mix of business 


actually handled in each year, 
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IAC GROSS INCOME PER YEAR ON $100 OF INVESTMENT 


RETAIL WHOLESALE TOTAL 
$ $ $ 

1952 14,92 7.99 13,47 
1953 14,02 7,85 12..8] 
1954 13,91 7,85 12,73 
1955 14.49 6.85 13,14 
1956 13,12 6.96 11,99 
1957 13,89 8.26 12.95 
1959 14,15 8.49 13.19 
1960 14,50 8.88 13.56 
1961 14,49 8,23 13,53 


56D, It should be noted that the above retail income provides 


for customer benefits such as life insurance where applicable, all risk 
physical damage insurance for farm equipment and some other types of 
commercial and industrial equipment and property protection insurance in 
the event of total loss on domestic appliances, home entertainment products 


and furniture, 


56E, The cost of comprehensive insurance is also included in 
the wholesale income and these premiums plus the premiums on the retail 


coverages are paid out to insurance companies, 
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SECTION III 


INSTALMENT CASH LOANS 


57. Another sphere of our business is in the field of 
instalment cash loans usually made to individuals (or small enterprises) 
through the operations of a wholly-owned subsidiary, Niagara Finance 
Company. In a to instalment cales financing done by I.A.C., 
Niagara Finance make s loans on the security of goods already owned, or 
on the borrower's signature only, Ful. tails about Niagara Finance's 


activities are publishe. canually in the Report of the Superintendent of 


Insurance for Canada on Srall Loans Companies and Money-Lenders. The 


finance charges on loans up to $1,500 are governed by the Small Loans Acts 


the schedule of maximum rates allowed under the Act varies with the size 


and the maturity of the loan: 


Maturity in Months 
20 or Under 21 - 30 More than 30 


Size of Loan (Per Cent Per Month On Unpaid Balance) 


Up to $300 a 1.0 1,0 
301 = 500 (Marginal rate) 1.0 1.0 1.0 
501 - 1,000 (Marginal rate) 1,0 1.0 1,0 
1,001 - 1,500 (Marginal rate) 0.5 0.5 1,0 


Niagara Finance's business can be divided into the following categories: 

(1) Small Loans, Since January 1, 1957 this includes all peraonad cash 
loans of $1,500 and under, 

(2) Loans, other than small loans, This includes leans of more than $1,500. 

(3) Conditional Sale Agreements. This is instalment sales credit as 
described in Section 1, page 8 , frequently arising out of private 


sales. 


As shown in Appendix 1, both the absolute amount of credit and the oreat. 
age of all consumer credit provided by licensees under the Small Loans Act 
has increased appreciably during the last decade, A similar upward trend 
is evident in the operations of Niagara Finance Company, Table III - 1 


shows the details of the volume of our personal cash loans as well as 
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1 
2 
3 
4 Table III - 1 
NIAGARA FINANCE COMPANY LIMITED 
5 DIRECT SECURED INSTALMENT LOANS, VOLUME AND BALANCES OUTSTANDING AT YEAR-ENDs 
NIAGARA FINANCE BALANCES OUTSTANDING AS A PERCENTAGE OF INDUSTRY, 
6 7 1951 - 1961 (MILLIONS OF $) 
7 Volume of Balances Outstanding Balances Outstanding: 
|| Business At Year-End on Niagara Finance as a 
8 (Millions of $) (Millions of $) k Per Cent of Industry Total Ak 
95k $12.7 $8.0 7 
? 952 22.9 14.9 10 
10 953 24.9 18.3 10 
954 30.4 22,82 11 
11 
~ 11955 36.9 28,4 10 
12 ) 
956 48,3 38,0 ual 
13 
hey | 5307 40.4 asl: 
14 1.958 73.4 51.7 13 
959 86.3 62.9 13 
- 960 103.4 81,1 15 
16 
961 113.2 92.5 16 
17 
18 As per I.A.C. consolidated balance sheet. This figure is slightly higher than the one 


ppearing in the Report of the Superintendent of Insurance because it includes accrued 
19 income on small loans, 


20 Includes all loans of small loans companies and licensed money lenders, Figure used 
8s reported by Bank of Canada; it is somewhat larger than the corresponding totals from 
he Reports of the Superintendent of Insurance, 
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balances outstanding at year-end since 1951. The amount of instalment 
sales credit included is small; total balances outstanding at the end 

of 1960 amounted to $688,000, The last column in Table III - 1 also 
shows that the percentage of all small loan companies and licensed money- 
lenders outstanding balances at year-end accounted for by Niagara Finance 
has increased from a 10 to 11% range between 1952 and 1957, to 15% at the 


end of 1960, and 16% at the end of 1961 


58, Generall3 speaking, the conduct of the legitimate personal 
instalment cash loan business in Canada is under close government super- 
vision and control, and we have no specific proposals or suggestions for 


this Royal Commission in regard to this phase of our activities, 


59. In order to obtain a composite picture of the typical 
Niagara Finance Company customer, we undertook a special survey of 2,422 
loans made in 49 of the 202 Niagara Finance branches in October 1961, 


The results of this survey are presented in Section VI below. 
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SECTION IV 


WHOLESALE, BUSINESS, INDUSTRIAL AND COMMERCIAL CREDIT 


60. I.A.C.'s extensive wholesale, industrial, commercial and 


business financing activities can be summarized as follows: 


1. Wholesale financing in connection with the sales of durable 


goods by manufacturers, distributors, importers, etc, to retailers for 
display and inventory purposes. 


This is a traditional business Einar inayae Wiel ae for sales finance com- 
panies, It is extended mostly to motor vehicle dealers, even though similar 
credit arrangements are available for wholesale or inventory financing of 
other consumer durable goods. Motor vehicle wholesale financing is a 
highly specialized credit service provided to a distributive industry 
characterized by small establishments, Their financial strength is usually 
inadequate to secure sufficient credit to carry enough vehicles in stock 

to meet the requirements of the manufacturer and customers. In response 

to this need, the sales finance companies daveinpen a simple and sound 
technique for providing this particular type of credit. An automobile 
dealer normally elects to do business with a certain finance company which 
sets up lines of credit at the wholesale and the retail level for that 
dealer, These are based on an analysis of the dealer's financial position, 
market potential, his experience and reputation in the community, his cha- 
racter and capacity, age and health and organization, the product he sells, 
its market acceptance, probable volume, etc. Once these factors have been 
established to the satisfaction of the finance company, credit lines are 
approved. When the vehicles ordered by the dealer are ready for shipment, 
the manufacturer presents a wholesale conditional sale contract, signed on 
behalf of the dealer by his attorney, to the local office of the sales 
finance company, The latter issues a cheque to the manufacturer (after a 
delay equaling the approximate transit period) who is thus paid when the 
vehicles are deemed to have been received by the dealer. By purchasing 
the conditional sale contract, the finance company acquires the manuf ac- 


turer's title and interest in the vehicle. Although the document is payable 
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on demand, the working arrangement is that the dealer pays the finance 


company as each vehicle is sold at retail, 


The importance of wholesale ‘credit provided by all sales finance companies 
and by I.A.C. is summarized in Table IV - 1 on page 44, The volume of 
I,A.C. wholesale financing has increased from approximately $250 million 

in the early 1950's to an average of $341 million in the last three years, 
Balances outstanding at the end of 1961 amounted to $54 million. Figures 
for all sales finance companies have bc available since 1956; they show 
that the volume of financing averages about $14 billion annually, with year 
end balances outstanding amounting to approximately $200 million, I.A.C. 
typically accounts for about one-quarter of the volume of this financing, 


and a slightly higher ratio in the balances outstanding at year end. 


A related type of financing provided for the most part to automobile 
dealers consists of capital loans for the purpese of establishing and 
organizing agencies, This enables experienced automobile men to get into 
business on a competitive basis and I,A.C. has assisted hundreds of small 


businessmen in this manner over the years, 


2. Sales Financing: Retail Commercial and Industrial Paper 


Comparable to the consumer instalment sales financing activities of I.A.C. 
(discussed in Section IL), a similar financing service is available to 
sellers and buyers of commercial and industrial equipment of all types. 
I.A.C. designs and administers the instalment sales and lease plans for 
equipment manufacturers, distributors and dealers and provides funds which 
enables Canadian business and industry to acquire the up-to-date capital 
equipment essential to increase efficiency, productive capacity and growth 
potential, Payments are made by the purchaser on a pay-out-of-earnings 
basis. Repayment schedules can be designed to coincide with seasonal 
earnings or to match depreciation charge-out if so desired. Following is 
a partial list of the capital equipment available throughout I.A.C. indus- 
trial plans: Automatic vending equipment, Commercial and executive air- 
craft, Commercial heating and air conditioning, Cemmercial marine equip- 


ment, Communications equipment, Construction and roadbuilding equipment, 
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WHOLESALE PAPER PURCHA 


ALL SALES FINANCE COMPANIES 


Wholesale Balances 

Paper Outstanding 

Purchased At Year-End 
1,213 182 
1,185 202 
HOS 191 
1,307 197 
1,354 229 


1, 230 179 


WANCE COMPANIES AND 


WD BALANCES OUTSTANDING: 


INDUSTRIAL ACCEPTANCE CORP, 


Wholesale Balances 
Paper Outstanding 
Purchased At Year-End 

240 30 

255 36 

259 36 

273 35 

195 22 

299 57 

339 52 

301 OL 

283 55 

346 58 

354 68 

323 54 
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Table IV- 1 


I,A.C. AS A % 


OF ALL COMPANIES 


Balance 


Paper Outst. 


_ Purchased At Yr,End 


28 29 
25 28 
26 29 
26 29 
26 30 
26 | 30 
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|Table IV - 3 shows both the volume and the outstanding balances of commer- 
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Dairy and creamery ulitpanily Garage and service station equipment, Hotel 
and restaurant equipment, Industrial and commercial machinery, Laundry and 
dry cleaning equipment, Logging and lumbering equipment, Manufacturing and 
processing machinery, Materials handling equipment, Mining and quarrying 
machinery, Office and store equipment, Plant, machine shop and welding 
equipment, Pre-engineered buildings, printing and lithography equipment, 
Radio and television installations, Recreation centre installations, Re- | 
frigeration equipment and packaging, Sawmill and woodworking machinery, Sho 
and leather machinery, Trucks, buses «nd transportation equipment, Medi-. 


cal and dental equipment. There are also special plans to facilitate the 


sale and purchase of a \..Jc range of equipment essential to modern farming, 


for which special plans have been developed. 


A survey of our retail, industrial and commercial sales financing in 196] — 


is summarized in Table IV = 2, 


cial and industrial financing by sales finance companies, as well as I.A.Co), 
in the last decade, Total volume of paper purchased by all sales finance 
companies has increased from a level of slightly more than $200 million in 
he early Fifties to approximately $350 million annually in more recent 
years, The end-of-year outstanding balances have increased from $167 
million at the end of 1952 to $401 million at the end of 1961, The volume 
of industrial paper purchased by I.A.C. has increased from approximately 
$70 million in the early Fifties to $135 million in 1959, $141 million in 
1960; and in 1961 it amounted to $132 million. Balances outstanding on 

he books of I.A.C., at year-end have risen from $45 million in 1951 to 
$162 million at the end of 1961, I.A.C.*s outstanding balances throughout 
he early and middle Fifties ranged between 34% and 38% of the industry 


otal; in recent years, this ratio has averaged about 40%. 


3, Other commercial and business financing, In this classification 


2 include a variety of activities which have received increasing atten- 


ion on our part in recent years, 


s 


& 


ne yhowal pytomtdosm Letoremeoo bas Latitembal ,saomgiupes duatenbess baal 

as gainsdostyas ,duemytups yetredmsl bas galgge!l ,dnomgtupe yutaasto ol 
—gaiyetssp base goetoll sem gniibaed efatioteM eeionido sm nan i | Uk 

natbiew bus qoda emisonm ainsi «dom ips tote ‘bas sotto etrouidoss 2 


"a Faron Lspe “igargoddit han gotdaire’ yagetbi ted hexsentguecect ataomy topes la 
~ol ,utoldslisdani oxime aetésorosl yaaottalisdent aotaivoled bas otba® 

#2 yyrenidonm wihiliih Re Bie Lt boise spatgstoag Bisa saom bape aSieacegizt i 
-kboM ,tromgiups soléstieqensit br eoand nine eerentdonm roddael bra | 

ons otstiftos? ot euslgy Istosqe ovis ore osreiT .deremginps Isineb bas Ianl® 

‘twist crebom ot Isttnovne #momginps to egnet oly 6 te sesdoteg bos ofsal OL 


sbeqolevsh nesd svad ensiq LIetoege do Lidw 10 T) pp 


[Oeil mi gntouentt aclea Isioremmes bas Istiteubat ,[istex uo to Yorise aj St 


eS ~ Vi eldest ot bowtrtenma whl El 


vommos tea asomeind gualbastaduo odd baa amwlow odd détod ewoda’ & . VI asdetl 


el 


oh. Il aa Llow es eeotasgmes sousait eolse yd gatomentt Isiataubal bas Iske 

nent? solan ile yd beesdo ray bai. to ommlovy IsgoT ,ebseeb taal ods ak!) Bt 

i motiftm 0086 madt oxom Yiddgile te [owol s moxzi beasotont asd Py pret vr 

 éstovey otom of ylieunns coi li hm O86} yletemizerqys ot wokdtit ylise onl 
Voit moxt boasetoak evad asonsiad gaibasteadue tsey-te-has si ea 

nas Low edit oiG@l to bao oft te wotlLim [03$ oF S8CL to buo odd ta motitt 


“lotamixotggs mort beasexomk nan .0.A.T yd boasdowg regeq Iatutewbak to Os 


mt motilin ([bfg¢ ,880f ai moiliim S€I% ef aolstiT ylxas odd ait ookilkm oF) I< 
no gaibnetedve aseasisi ook LS bm S618 of betavoms i LOCI ak bas 7O086Li co 
ot I60L mk motifkm 85) mort aset+ evad buo-rs0y ts .0.A.1 to eaood off 
podgvovd? econsisd yothbasdadve u',9.A.I .18@L to bao odt da moti fim Sarg 
yttecbai oft to BBE bus PAC goowded hegnst asittil slbbim bas ylise on 


»ROD ¢uods begetevs usd olsax aidt ,arsey trevor ai ylato 


mottsotiiaento atdt al .poeionsait sesutend bos Isiorsmmeo tedd0 6 


, 
-notts gatesetoxi bovisoor svad deidw seklsivisos to ytetisy s ebulont . 


sBissy daooet ui d19q two mo mots 


29 


30 


Nethercut & Young 
Teorente, Ontarie A1450 


Table IV - 2 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


RETAIL INDUSTRIAL AND COMMERCIAL SALES INSTALMENT FINANCING 


1961 
Amount Financed Number of Contracts Percent of Contracts 
$1,000 or Less 8,911 49.1% 
1,001 = 5,000 6,003 3361 
5,001 = 50,000 3,129 Lise 
50,001 and over 112 sine 
165155 | 100.0 
Classification by Industry Percent of Contracts 
Farm tractors and equipment 19.4% 
Construction equipment 13.9 
Plant machinery at Apap) 
Restaurant and hotels 12,2 
Lumber and sawmills 6.2 
Roftigeration and air-conditioning 220 
Electronic equipment 25 
Pre~engineered buildings | Ay 
Other industrial and loans Deeps. 
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Table IV - 3 


COMMERCIAL AND INDUSTRIAL SALES INSTALMENT FINANCING, 


VOLUME AND BALANCES OUTSTANDING IN CANADA 


ALL INSTALMENT FINANCE COMPANIES AND IAC, 1951-1961 (MILLIONS OF $) 


All Sales Finance Comparies Industrial Acceptance Corporation IAC as A Percent of 
All Companies 
Volume of Paper End of Year Volume of Paper End of Year 
Purchased Balances Outst Purchased Balances Outst. Volume Balances 


(Million $) (Million $) (Million $) (Million $) 


(168 127 56 45 33 3D 
228 167 82 64 36 38 
229 184 15 65 33 35, 
174 164 56 55 32 34 
218 192 75 70 34 36 
324 279 121 107 37 38 
291 288 102 107 35 37 
265 257 112 114 A2 44 
356 344 135 133 Oy on 3d 
366 393 141 158 39 40 


350 401 132 162 38 40 
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(a) leasing and Lease Financing, As an additional service for users 


and a merchandising tool for sellers of capital equipment, I.A.C. has 
established leasing facilities for those cases where the use of an 
asset, rather than its outright ownership, suits'the particular requi- 
rements of a business or industry. I.A.C. will purchase equipment to. 
a spenany 3 exact specifications and lease it on terms to suit the 
user's special requirements; it will also purchase and lease back 
wqalpacer already owned and discount existing leases, Or, I.A.C. will 
finance leases for manufacturers, deaiers, distributors or leasing 
companies, Leasing annlies to a broad range of capital equipment 


items, 


(b) I,A.C, Capital Loan Service. In 1960, I.A.C, established a 


capital loan service designed to provide medium-term funds for the 
growth of established companies, partnerships or individuals, Rea~ 
sons for such loans include expansion, modernization, new lines, 


acquisitions, etc. This service augments existing sources of credit 


or capital, Terms usually range up to five years and longer in 


special cases, The loans are usually repayable on a monthly basis 
but terms are flexible depending upon the seasonal nature of the 
business, or other individual circumstances. The criteria for making 
loans are: good management capabilities, a reasonable investment in 
Shel brane and an expectation that the loan benefits the business 
operation by generating a cash flow sufficient for the ordinary pur-= 
poses of the business and enable repayment to be made over the tors 
of the loan, These I.A.C. capital loans are of a medium-term nature 
and do not conflict with commercial or short-term credit offered by 
other sources, In some cases, the new funds entering a business by 
way of an I.A.C. capital loan enable increased short-term credit to 


be obtained, 


(c) Advance of funds for working capital purposes to manufacturers, 


distributors or dealers who wish to retain control of their instal- 
TY 


ment_accounts. Funds are advanced against the security of existing 
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il 


or future instalment receivables by the distributor or dealer, A 
variation of this is the purchase of portfolio of instalment receiv- 
ables held by distributors or dealers or other financing agencies 
covering both consumer and industrial goods, Financing of this type 
helps to release capital and manpower in these companies for more 
profitable employment in their lines of business. 


(d) Other Commercial Financing. 
I Provision of working capital: This is usually required by an 


individual business during pe. ds of rapid growth} the lending 
is done on the security of accounts receivable, inventories and 
other tangible assets. The service is provided by Industrial- 
Talcott Itd., a Canadian company founded in 1961 and established 
on a joint (50-50) partnership basis by I.A.C. and James Talcott 


Inc, of New York, 


II Factoring: Factoring is another service provided by Industrial- 
Talcott Ltd, It differs from working capital financing in that 
funds are made available through outright purchase of the 
customer's accounts receivable without recourse,. guaranteeing 


him against credit and collection losses, 


III Rediscounting: Although Industrial-Talcott does not offer a 
sales financing service directly, it does offer a rediscounting 
service to smaller financial organizations in circumstances 


where it is sound to augment their sources of funds, 


61. In comparison to the amount of retail consumer instalment 


aper, cash instalment loans, wholesale finance paper and industrial 

etail paper outstanding, our leasing, capital loan services and factoring 
ctivities still represent a small share of our total earning assets. 

ese lines of business appeared interesting to us some time ago, but the 
enerally restrictive nature of monetary policy during much of the Fifties 
as a serious inhibiting factor. Increasing participation by other finan- 


ial institutions in the consumer credit field also led us to realize 
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that ene be new opportunities for us to branch out in industrial, 
business and commercial financing, As a result, our policy of diversif- 
ication is now directed increasingly at these areas with the general cri- 
teria that such new activities are economically sound, earn a satisfacto 
rate of return on our investment and broaden the scope of Canadian finan- 


cial markets, 


62. Government Competition 


We have become increasingly sensitive to competitive 
developments in the Canadian financia ~arkets, particularly as far ag 
competition from government-owned or government-controlled financial 
institutions is conceruec. In this connection, we would like to point to 
some recent developments in the activities of the Industrial Deve lopment 


Bank, 


63. The background of the Industrial Development Bank has been 
summarized as follows: 


"The Industrial Development Bank was established in 1944 as part 
of the programme of the government of the day directed to promo- 
ting high and rising levels of employment, It was designed to 
supplement the activities of other lenders in providing capital 
assistance to industry with particular consideration to the finan- 
cing problems of small enterprises ..ee 

"The President of the Industrial Development Bank has said 'the 
first thing we have to ask anybody is: why cannot you finance 

this elsewhere?" In fact, in laying out the business and powers 
of the Bank, the governing Act stipulates that the Bank may 
furnish funds when ‘credit or other financial resources would 

not otherwise be available on reasonable terms and conditions'," 1) 


James Coyne, (then President of the Industrial Development Bank) 
told the House of Commons! Standing Committee on Banking and 
Commerce in 1956: 


"It was to fill what appeared to be a gap in the existing finan- 
cial machinery of this country, If the gap did not exist, or if 
it were filled adequately by private enterprise, presumably there 
would be no need for a publicly-owned institution of this sort, 
However, it was found that small business, particularly, had 
considerable difficulty in getting fixed capital from outside 
sources ...." 2) 


64, Last summer, even as the volume and scope of lending of 
the Industrial Development Bank was being expanded, this basic intent for 


the I.D.B. was reaffirmed, Following are the words of Hon, Donald Fleming | 


Minutes of Proceedings and Evidence, No. 7, 1956, page 245, 
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Minister of Finance, in the House of Commons on June 30 and July 3, 1961: 


"The third and last point which I should like to mention, 

Mr. Chairman, concerns the scope of operations of the bank, 
This point has been mentioned and I do not wish to repeat 
what I said earlier. However, one honourable member inquired 
whether there is any intention that the facilities of the 
bank should be available on terms which simply duplicate the 
credit facilities available through other institutions, for 
example, the chartered banks, Let me make it very clear that 
the industrial development bank is nct intended to duplicate 
existing facilities in this respect. That would not be a 
proper function of such an institution provided with government 
resources and government sponsorship. Indeed, the statute is 
very clear on that point .oeo 


It has been the policy of parli» ont, from the time this insti- 
tution was brought into existenc y a legislation of the 1944. 
45 session, that the services and facilities should not dupli- 
cate those proviued by other institutions under private owner- 
ship. The indu:! ‘>! development bank was intended to be a 
lender in the secondary sense, providing credit particularly 

in the medium and longer term field not otherwise available to 
industries, The advantages offered by the act were obviously 
largely directed to the smaller and medium sized businesses 
which are not in a position to go into the security market to 
meet their capital requirements, or borrowing requirements on a 
scale not justifying resort to the capital market. I think the 
situation is quite clear in that regard, and has been from the 
outset of this institution and the legislation governing it, 
and the bill now before the committee makes no change in this 
regard," 1) 


Mr. Fleming reaffirmed this once again in the House on July 3rd, 1961: 


"There is no thought, Mr. Speaker, of having the bank duplicate 
existing credit facilities .... 

"An applicant who goes to the industrial development bank must 
establish, and it is proper that he should establish, that 
credit or other financial resources are not otherwise available 
to him on reasonable terms and conditions. If he is able to 
obtain commercial credit from a chartered bank, that is where 

he should go. If a large industry is able to meet its capital 
needs in the financial market, it is to the financial market 
that it should go. This institution is intended, and in its 
functions and scope it still intended, to fill what is otherwise 
a gap in the credit institutions of this country. It is not 
intended to duplicate the functions of the chartered bank in 
extending commercial credit for short period, It is not in- 
tended to duplicate or provide substitute credit facilities for 
those larger institutions which are in a position to raise money 
by bond or debenture issues on the market. This institution is 
intended principally to provide for those small and medium sized 
institutions, loans in any area and for a term not otherwise 
available," 2) 


1) House of Commons Debates, Volume 105, 


No. 146, 4th session, 24th Parliament, Page 7318, 


2) Ibid,, Vol. 105, No. 148, page 7446, 
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65. In recent years I,A.C, has experienced considerable 
competition from the I,D.B. We would like to describe this government- 
sponsored competition in some detail, as the I,D.B, is currently engaged 
in an intensive publicity program lauding the expansion of its activities, 
Following are the facts we offer for your consideration: 

1. The I,D.B,'s sole competitive advantage over private lenders such 

as I,A.C. lies in the lower rate it charges, This is made possible 

by: 

(a) 1.D.B.'s ability to borrow money from the Bank of Canada at 
interest rates lower than those .« pay in the capital markets, 
This is ironic since I.A.C. enjoys as high a credit rating as any 
Canadian-owned finance company. Viewed somewhat differently, we 
would say that I,D.B. as a private institution in search of funds, 
would have to pay substantially higher interest rates in the free 
capital market, and might not find them as readily available, 

(b) The lack of necessity for earning a return on investment that 
would attract private funds, 


(c) The tax-exempt status of I.D.B, 


2e Since the step-up of I.D.B. activities, we have experienced the 

following "trade practices": 

(a) Outright "payouts" of I.A.C. accounts, In these cases the I.D.B, 
steps in and pays out credit previously granted by I.A.C. Be- 
cause of the universal desire of every credit user to pay a lower 
charge, the ability of I.D.B. to accomplish this is not hard to 
imagine, 

(b) Willingness of I.D.B, te provide additional financing once private 
arrangements with a company such as I.A.C. have established the 
credit worthiness of the business and the apparent risk of a loan has 


thus been reduced, 


66. We estimate that between the beginning of 1960 and June 
961, the I.D.B, paid-out $1.1 million in established I,A.C. accounts, and 
hat another $1,3 million in additional business volume was lost as a , 


esult of (1) business approved by I.A.C., but obtained by the I.D.B. and 
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53, 
2 (2) business solicited by I,A.C. but obtained by the I,D.B. Since the 


3 middle of 1961, I1.D.B. publicity and activity has increased even more, 


causing us to suffer substantial additional losses of business, 


5 67, The key matter fer interpretation in all I.D.B, actions 
hinges upon the question whether a borrower has obtained funds on reason# 


able terms and conditions. Irrespective of the rates being charged by 


I.A.C. under various plans for providing business credit, it seems to us 

that agreement on a particular transac’ ion by a customer implies that the 
9 terms will enable him to make a reasonable profit on his business venture, 
after allowance for ali .osts, including charges by I.A.C. The full 
price of our service is clearly controlled by competition in the market, 
which is still the best way for determining any price. Taken in this 
context, the nature of I.D.B.‘'s competition with private financial insti- 
tutions becomes extremely questionable. If it is the intent of the 
Government to subsidize certain types of business by means of a lower 


finance charge, this should be clearly stated, Notwithstanding the fact 


that all credit users at all times want funds at the lowest cost, it seems | 
to us recent I.D.B. practices overstep the idea of reasonable terms and 
conditions and are beyond the scope envisaged in the original legislation 


creating the I.D.B. and subsequent amendments to that act, 


68. The amount and diversity of private funds syatiehis in 
Canada since the creavion of the Industrial Development Bank in 1944 has 
also changed drastically. I.A.C. alone today can be reached directly by 
Canadian business in 124 of our population centers where we operate 144 
branches. We thus wonder whether the whole philosophy of a state-owned 
bank should not be re-examined in view of our present financial institu- 
tions and the supply of funds available through them, Whereas a vacuum 
for certain types of funds may have existed at the end of World War II, 
and possibly still exists today in isolated cases, we feel that this 
Royal Commission should address itself particularly to the question whe- 
ther the I.D.B, in terms of its present setup and practices fulfills the 


purposes for which it has always been intended. On our own part, we have 
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felt, as a private supplier of business and industrial funds, a great 
difficulty in competing with a government sponsored and a government- 
owned enterprise which, at times, is able to lend out funds at a rate 
which is close to what I.A.C. pays to obtain funds in the Canadian money 


market, 
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Toronto, Ontaria SECTION V 
I 
2 FINANCIAL ANALYSIS OF tac 
3 
69, Table V-1 shows the condensed balance sheets of IAC at 
4 
December 31, 1950 and December 31, 1961. In this 11 year period the 
5 


total assets of the company have increased by $461.5 million, from 
6| $145.1 million to $606.6 million, The assets of a finance company can 
7|| be divided into two categories: circulating assets (consisting of cash, 


marketable securities, and receivables) and other assets (consisting of 


8 

fixed assets, etc.). The circulating sets make up the lion's share 
9 

of the total (in the cesc of IAC, they amounted to 99.% and 98.%of all 
10 


assets at each of these two dates), since fixed assets (office building 


11 and equipment, etc.) play a relatively minor role in the operation of a 


12|| finance company. 


70. The composition of the circulating assets has changed 
14 significantly. At the end of 1950, cash and marketable securities 
15|| accounted for 3,3% of all assets, while net receivables (after deduction 
16|| for a reserve for losses), amounted to 95.9% of the. total, Inthe cash 


and marketable securities classification, each of the components accounted 


17 

for approximately one half of the sub-total at the end of 1950. Eleven 
18 | . 

years later, cash and marketable securities accounted for 12.3% of all 


company assets; this drastic change was brought about entirely by a 
20 || vast increase in the marketable securities held by the company, These 
21 || amounted to $2.3 million a the end of 1950, and totalled $66.5 million 


at the end of 1961. The main reason for this large increase in the 


22 

holdings of marketable securities is to be found in the decreasing 
23 

dependence on bank credit lines as a source of reserve funds for IAC, 
24 


At the beginning of this period, chartered bank credit lines provided 
25 | 3 stand-by reservoir of funds for the operations of the company, but 
26 || this reliance no longer holds today, As a result the company has had 
27 || to find a highly liquid reserve of funds in the form of marketable 


securities, consisting largely of short term government securities and 


29 1) All statistical tales for this section will be found in Appendix 2. 
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other government bonds, These holdings now provide a reserve of funds 
used to provide a hedge against the vagaries of the short term money 


market, and as a source for financing increases in receivables, 


71, IAC's receivables (accounts receivable after deduction 
for a reserve for losses) are the principal earning assets of the 
company, They amounted to $139.1 million at the end of 1950 and had 
igh agen to $525.4 million eleven years later. The composition of 
this total can be seen from details ‘n Table V-1. The relative import- 
ance of direct secured instalment loans (made by our small loan sub- 
sidiary, Niagara Fin:.-:c Company Limited), and other instalment paper 


(which consists of capital loans to automobile agencies and other 


capital loans), has increased while retail and wholesale receivables, 


(although they have increased in absolute amount), represent a 
relatively smaller share of our total assets today than they did 


eleven years ago, 


72. At the end of 1950, total debt of. IAC amounted to 
$113.1 million, or 77,9% of the total liabilities and equity. Pre- 
ferred and common shareholders’ equity totalled $14.7 million (10.1%) 
and the remaining liabilities of the company (accounts payable, 
income taxes payable, unearned service charges and dealers' credit 
balances) accounted for 12% of the total, By the end of 1961, total 
debt had increased to $427.9 million (70.5% of the total), Among 
various types of debt, the relative importance of debentures had 
risen sharply (from 6.9% to 13.3% of all liabilities plus equity), 
while the percentage accounted for by secured demand and short term 
notes had decreased, The relative importance of the other accounts 
eerie and unearned service charges, increased from 12.0% to 13.6%. 
Total shareholders’ equity increased from 10.1% to 15.9%, with common 
stock and retained earnings showing sharp gains, while the percentage 
accounted for by preferred stock declined from 3.5% to 2.9%. Total 
shareholders’ equity increased from $14.7 million at the end of 1950 


to $96.2 million at the end of 1961. 
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73. <A somewhat different view of the financial structure of 
the company can be found in the last two columns of Table V-1. Here 
all figures are expressed in terms of their relationship to the total 
shareholders! equity in the company. Thus, for every $100 of share- 
holders' equity in IAC at the end of 1950, assets totalled $988.86, 
This consisted of $980.91 of circulating assets and $7.95 of other 
assets. Eleven years later, the corresponding total assets figure 
had declined to $630.28; this total was made up of $623.17 in cir- 
culating assets and $7.11 of other as ‘s,. An idea of the total 
leverage of debt on eguity in the company can be obtained from the 
liability side. Thus, for every $100 of equity at the end of 1950, 
the arenes tat $770.63 worth of debt; by the end of 1961, this 
leverage had declined to $444.57 per $100 shareholders' equity. 

This brief summary of 5 balance sheet of the company suggests that 
the rapid overall absolute growth in the assets and in the volume of 
the business of IAC has been accompanied by sharply higher require- 

ments of liquid assets and a gradual decline in the total leverage 


as expressed in the ratio of total debt to total shareholders" equity. 


74. Table V-2 shows a detailed annual flow of funds for 
IAC, compiled from the balance sheets of the company for each pi, the 
years since 1950. Without going into a detailed discussion on a year- 
by-year basis, Table V~2 can be taken as a supplement to the beginning 
and end-of-period summary appearing in Table V-1. The results of 
Table V-2 are summarized in Table V-3 which shows the distribution 
of the sources of funds for IAC in this period and the application 
of funds, On the source side, total debt accounted for 68.2% of the 
$461.5 million total; total equity accounted for 17.7% (more than 
$814 million); accounts payable and dealer credit balances provided 
4,8% and unearned service charges the remaining 9.3%. Almost 84% 
of these funds were used to increase receivables, 15.1% went into 
cash and marketable securities, and the remaining 1.2% into other 


assets. 
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75. Table V-4 summarizes the distribution between IAC 
total debt and shareholders' equity at the end of each of the last 
twelve years. At the end of 1950 there were $10 million in deben- 
tures outstanding and this amount increased to $80.9 million by the 
end of 1961, The equity and debenture base (Column 3) thus increased 
from $24.7 million at the end of 1950 to $177.1 million at the end 
of 1961, Senior debt (Column 6 which is the total of secured term 
notes shown in Column 4, and secured demand and short term notes ~ 


shown in Column 5), increased from $!13,1 million at the end of 1950 


to $347.0 million at the end of 1961. The ratio of senior debt to 


equity and debenture: ““der the period in review, has declined from 
slightly more than 4 in the years 1950 to 1952 to an average of 
2.33 in the five year period, 1956 to 1960. At the end of 1961, 
this ratio had decreased to 1.96, reflecting the contraction in 
short term borrowing taking place as a result of a decrease in 
retail and wholesale receivables in the last business recession. 

A similarly low ratio can be found for the end of 1954 (1.89) when 
an even sharper contraction in the outstanding shone term debt ~ 
appears as a result of the 1953-1954 business recession, The third 
lowest ratio in Column 7 appears for 1958 (2.05), once again 
reflecting the consequences of the 1957-58 recession. Column 8 
shows the total debt of the company, which has risen from $113.1 
million at the end of 1950 to $427.9 million at the end of 1961. 
The total leverage of the company is shown in Column 9; at the end 
of 1950 the ratio of total debt to total shareholders" equity 
amounted to 7,71 while at the end of 1961, the corresponding ratio 


was 4.45, 


76, Table V-5 shows some yardsticks designed to express 
the overall profitability of IAC. Gross income of the company has 
increased from $16.9 million in 1950 to $84.4 million in 1961; this 
includes all finance service charges (after allowance for bad debts 


and losses), interest on loans, insurance premiums earned, and in- 


come from investments, etc. In this time span, net earnings (before 
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all dividends, profit on redemption of securities, cost of deben- 
ture issues, etc.) have risen from $2.8 million in 1950 to $12.5 
million in 1961, Net earnings as a percentage of gross income 

have averaged 16,1% in this twelve-year period; they have ranged 
from a low of 13.6% in 1951 to a high of 18.4% in 1955, and amounted 
to 15.9% in 1959, 15.0% in 1960 and 14,9% in 1961. The 14.9% 
ratio for 1961 is the lowest for any year in this period except in 
1951, Expressed as a ratio to total shareholders’ equity, net earn- 
ings have averaged 14,5% in this twe’ve year period, showing a gen- 
erally declining ratio, Thus, the rav:o was 18.1% as an average 

for the period 1950 +o 1954; it declined to an average of 13.7% in 


the next five years, and amounted to 13.7% in 1960 and 13.0% in 1961, 


77. Table V-6 shows the net earnings on total shareholders! 
equity of IAC as a percentage of the total assets and the earning 
assets of the company, The ratio of net earnings to assets has 
ranged from a high of 2.6% in 1954 to a low of 1.8% in 1951, show- 
ing very little overall change and averaging 2.1% in the period 1950- 
1961. As a ratio to receivables, net earnings averaged 2.3% in 


the same period. In 1961, the respective ratios were 2.1% and 2.4%. 


78. Debt and Interest in the IAC Financial Structure 
The essential feature in the capital structure of a 

finance company is the debt leverage that can be based on the 
shareholders' equity in the company. This is a vital factor for 
the finance company; without debt there would be no economic basis 
for its existence, since the net earnings of such a business based 
on shareholders’ equity alone would be insufficient to attract 
potential investors, Thus, a relatively high ratio of debt to 
equity is a characteristic of the instalment finance and personal 
loan business; its counterpart in the chartered banking system is 
found in its higher ratio of deposit liabilities to shareholders! 
equity. The overall capital structure of IAC (Tables V-1 and V-4 
above) shows that in the last eight years the ratio of total debt 


to total shareholders’ equity has ranged between 4.8 and 52, 
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except in 1954, 1958 and 1961 when the effects of business reces- 
sions were felt through a reduction in receivables and an accompany- 
ing contraction in short term debt. In this context it should be 
remembered that the cyclical behavior of consumer credit is of a 
lagging nature; this partly explains the low debt/ equity ratios 

at the end of 1954, 1958 and 1961, since at each of these dates 


business expansion had been underway once again for several months. 


79. IAC generally has a1 ‘erage ratio somewhat lower 
than corresponding independent sales finance companies in the 
United States. Today, « considerable portion of instalment sales 


credit in this country is extended by manufacturers’ or distribu- 


tors! captive finance companies, The parent organizations of these 


finance companies have a primary concern for producing or dis- 
tributing goods and their finance companies exist for the principal 
purpose of aiding in the marketing of these goods. Their debt/ 


equity ratio is often significantly higher because of the ability of 


the captive finance subsidiary to borrow funds on the greater strength 


of the parent company's operations. Integration through a factory- 
owned or distributor-owned sales finance company thus involves fin- 
ancial as well as competitive considerations for Canadian financial 
markets. The operations of such captive companies are conducted 
in an environment which is essentially insulated from the pressures 
of competition to which other, non-captive finance companies are 
subjected. It would seem to us that this Royal Commission might 
therefore address itself to a study of the impact of these captive 
finance companies on the Canadian financial system, because investors 
sometimes regard such credit as being in the manufacturing or mer- 
chandizing categories rather than that of finance, 
80. Long Term and Medium Term Debt 
(1) Debentures 
Table V-7 shows the details pertaining to IAC's deb- 


enture financing, beginning with the first issue on April 1, 1950, 
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The total but ain RY at February 15, 1962, after giving effect to 
the $10 million issue sold a& that date, was $90.9 million, All but 
the first four and the June 1, 1956, issues have a 20 year maturity 
(the 5 exceptions have a 18 or 19 year Mitta i" All the issues 
were sold in Canada, and the upward trend of 1 tte term interest 


rates is quite evident, 


81. (2) Secured Notes - Long Term 


The details pertaining to TAC" s long term secured 
note financing since 1950 are shown Table V-8, The 4 1/8% Series 
M, 44% Series R and bs» Series S were sold in the United States for 
U. 8S. dollars, The total face value of these three issues amounted 
to $32 million (U.S.); the $5 million (U.S.) Series R issue was 
retired early in 1961. At the end of 1961, IAC's secured long term 
notes outstanding totalled $109.1 million. The upward pattern of 
long term interest rates is again apparent from Table V-8 even though 


the rates are not readily comparable because of varying maturities. 


82, (3) Secured Notes - Medium Term 
IAC today defines as medium term notes those secured 
notes which are authorized to be issued from time to time with matur- 


ities from one to ten years from the date of authorization; previ- 


ously notes authorized with a maturity of seven years or less were 
included in this category. The conduct of the market for these 

notes resembles that for secured short term notes (maturing in 365 
days or less): the company notifies investment dealers of the amount 
of such notes available in each maturity and the interest rate offered; 
if sufficient funds are obtained in a given maturity, IAC can with- 
draw further offers of such medium term notes, At the end of 1961, 
the amount outstanding in medium term secured notes amounted to 


$36.7 million, maturing as follows: 


Year Amount (o00$) 


1962 $10,005 
1963 9,928 
1964 2,141 
1965 3,802 
1966 3,529 
1967 6,571 
1968 561 


1969 201 
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83. The amounts outstanding fluctuate from time to time 
in accordance with the volumes of receivables purchased by IAC and 
other requirements of the company. IAC first used this method of 
selling medium term notes in September 1957; it provided a logical 
extension of the short term note market and was part of an overall 
search for new funds. It should be noted that the maturity provi- 
sions of Series F,G,H,J,K and R of the secured term notes (Table V-8) 
would have made them medium term debt in accordance with present 
definitions but since none of these issues now has any amounts out- 
standing, this distinction is not necessary. Since entering the 
medium term note mark + with an issue of $50,000 at 6.32% in 


September, 1957, IAC has had the following volume of these notes out- 


standing at each year end: 


000$ Average Interest Rate 


1957 $ 5,540 6.38% 
1958 12,979 5.75 
1959 7,770 5.53 
1960 31,241 6.05 


1961 36,738 5 87 

84, Short Term Debt | 

Short term debt falls into two major categories: (1) demand 
loans from the chartered banks and (2) secured short term notes with 
a maturity of 365 days or less. Instalment finance companies eae 
a high proportion of such short term debt in their financial structure 
in order to have the flexibility of built-in expansion or contraction 
to meet the cyclical fluctuations of their finance business. Further- 
more, there are definite seasonal fluctuations, particularly in whole- 
sale papers, which must also be eceomadoten: 

85. Demand Loans from Chartered Banks (For statistics see 

Table V-9 

Chartered bank loans have been a long standing source of 
short term borrowing by finance companies, but the dependence upon 
this source of funds has decreased in recent years. In the period 
under review general monetary and credit policy resulted in an imposi- 
tion of restrictions on bank loans to instalment finance companies 


on several occasions, The first incident occurred in 1951 when, as 
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consumer instalment credit controls were put into effect, the Canadian 
chartered banks were asked to restrict or restrain bank loans to 
instalment finance companies at a time when automobile shipments from 
manufacturers to dealers were at athen all-time high, To handle the 
resulting volume of heavy wholesale financing, IAC turned its atten- 
tion to the sale of short term notes through investment dealers for 
the first time, 

86. The second - and more famous - incident arose out of 
policies designed to hold down finance company borrowing from the 
thartered banks in the boom of 1955 - 1956, It has been accurately 
summarized as follows: 

"One field of short-term credit in which, after 

a rapid expansion, the banks have taken special | 

steps to limit their volume of loans, is in re- 

lation to instalment finance companies, Chartered 

banks have not authorized any increases in lines 

of credit for instalment finance companies since 

November 1955, Owing to the gap between avail- 

ments and authorized limits, actual amounts out- 

standing by way of bank loans in this category 

continued to increase in 1956, In November, 

following the failure of the companies concerned 

to agree on measures to limit the expansion 

of their lending, the banks took the further 

step of changing authorized credit limits for 

the larger companies so that no further in- 

crease would be permitted to bank loans to 

such companies beyond the maximum point reached 

up to that time, except on a purely temporary 

basis. This limitation on the availability 

of bank credit has not apparently affected the © 

ability of the companies ae to obtain — 

funds from other sources." 1 

7. ‘The characteristics of the sales finance business 
require that a compuny usually has sources of funds available 
quickly for retail and wholesale credit, or to meet maturities of 
securities which cannot immediately be refunded. The outstanding 
characteristic of the last decade has been a progressive develop- 
ment showing that reliance on bank credit lines to meet our vary- 
ing requirements from day to day was no longer a satisfactory method 
of conducting business. Intermittent credit restrictions imposed 
by the chartered banks made it apparent that complete reliance on 
bank credit lines was no longer advisable, We have already given 


as illustrations the incidents occuring in 1951, which first prompted 


our entry into the short term note market, as well as the steps 


1) Bank of Canada, Annual Report for 1956, page 9, 


skbhsas) oft atostis. otat sug o7ew nlostacs #ibeae. snaipensisisic is a 
od enrol dosd sierteet to fointeer ot boles. orow ealasd pases | 
mort adnomgice ol idouodars sodw omit « ds esiasgmos sonsatt tnoalesont, 
odd olbned of .dgid onid-Lle nedd s ts orow exeiseb ot axoiutos tuceo 
anette wt hemmt DAI ,yaiouanit ofseslorw yraerl to omsloy gatélyeen 
toot exolseb saombs ovat dguords estos ued drode to sise odd oF moks 
| vom Feb od 

te due seows doobtoat + eromslT siow bas ~ buco se eff .08 
odd mort goiworrod yasqutoo sonentt awob bled or bengiveb eetotfog 8 
Q 


yistsrysss nosed asd JI O8er - 6G@i to mood oft ak adtted boretisds 


rewollot es bosivstiitie a oe | a 
a 
tedts ,doidw ai ¢iboto mrot-dtrode to bleit on0” | , 
, fatooge soust owsd eiosd odd ,motansgxe bigest & © : it 
~or ak ef ,ancol to ommfov afedt timil oF eqote, ; 
beredred) .eostnsquoo sonsotl tromistami of moidst ct 
eontl mr aeesoronk yas bextrodtus ton oved entasd 
sofia estnsqmoo sonmsntl dacmisteni 10t tibero to 
~lisve neswied geg oft oF gniw0 .Gd@l x9dmovorl él 
pe rénwoms Isutos ,adimil bexitedéus bas atnom 
yropedso aidtd at easol dnsd to yew yd gotbosde } Ag 


,rodmeveK ni ,ObCLl ai seseroni of bounrioos 
bonroodoo astasgqmeoo odd to ovelist edd gatwollet 


motansqx9 odd timtt oF soresom so sors oF | et 
rsodduut od slood silacd ond ypaibas!l tiedt Te ; 
tot etimil dibeto besiredtinse yotynsdo To qode oi 
-nk sodéyut oa dadd of aginsqmoo tegrsl odt 
o¢ ansol ansd of bettiorreq od bivow sasets itt 
bedosor daiog swmixen oft booyed estnsqmoo dome 
yistogmes yforsg 8 mo dqeoxe omit Jadd o¢ qu 
yiilidstisve odd mo moitdsdimil eid? veiled — » 18t 
eit bedootis yvidasisqgs don ead s¢ibeto Anod Yo | | 
 gtstdo ot benregsoo esiasgmoo odd to ysilids  __ ef 
CL ",ecs0r0e redto moxt abit | 
OS 
suoniend gousatt eolse oft to eaideiretoeiedo oft, .Y Fe 
eidsiisve about to esorves asd yilsvex yoogneo 4 tsdd gtivpet ; 
wr he | F . Bas 


to voktirstem teom of 10 ptiborxo elseelodw bas fistor rot yiaoinp 
gotbostesuo oAT .bebaster od ylotsibomi Jonnso doidw eettiunose 
-qolovoh eviasergorq 8 mood ead ebsosh dant add Yo oiseitetostado 
-yisvy wo doom of eanti dihexo wasd no sonsiier dst gniwoda tnom 
bodjou yredosteitse s tegaol on asw yah ot yeh mort edasmetinpot gai 
beaogmt anaivoittest Skboro Snedtioriedal .eacniend guitoubmoo To. 
= gonsile x stoiques tsdtd ¢aosrsqqs ¢i obsm aalere d betesisdo odd yd 
aveks yhseotls syed sW .oldseivbs togrel on esw eonti sibet9 aned | 
botqmetq Jartil doktiw ,fé@f at grisuooe edmobtont ond anoissrtagtit as 


egedve oft es [fow en , tourism oton ariosd Srofe oft otnt yY1da9 xuo |, 08 


nwo i 


fl 


29 


30 


Nethercut & Young 

Terento, Ontaric A1468 
taken in 1955 and 1956, <A third experience of IAC in connection with 
the chartered banks occurred in 1958 and 1959, when the Canadian 
economy was in a mild cyclical upswing, not at all characterized by 
the excesses of earlier periods. This subjected us to a new experi- 
ence. Bank credit lines were cut by 15% in 1957 and, in the last 
half of 1958 it became apparent to us that additional cuts in bank 
credit lines would be a possibility. Furthermore, with the margin 
of safety reduced by the impairment of bank credit lines, it became 
obvious that some part of our equity capital would have to be set 


aside in investments which would be avilable to meet emergencies, 


88. On May 11, 1959, the company's bank credit lines were 
cut again; this time from $117.8 million to $79.8 million. On August 
20th, there was a further cut to $60.4 million and it was intimated 
that if the bank borrowings of the company dropped below that re sabes) 
it could not be assumed that these credit lines would be maintained, 
These two reductions reduced the pool of funds available to us by 


over $57 million. 


89, Once again, as in 1951, the company was faced with a 
situation requiring the development of new methods to provide sources 
of emergency funds, This time the method adopted was to invest sub- 
stantial amounts of. the company's capital in securities having relatively 
early maturities, If a sudden shortage of funds hould occur, these 
securities could then be liquidated to provide the necessary funds, 
As Table V-2 shows transactions in marketable securities between 
1951 through 1957 were generally moderate, leading to a gradual 
accumulation of such short term investments. However, in 1958 IAC 
added more than $145 million to its investment portfolio; this was 
followed by an addition of more than $40 million in 1959 and a 
further build-up of more than $8 million in 1960. Thus in this 


three year period we added more than $63 million to our investment 


portfolio. The types of investment chosen were primarily govern- 


ment of Canada securities and trust company certificates, with a 


smal] amount of provincial government securities, 
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90. The rapid expansion of many Chartered Banks in the 
consumer credit field raises several points which we believe warrant 
the attention of this Commission: 


1) Since the Chartered Banks are now generally both lenders 


to and competitors of the finance companies, it becomes an important 


matter how future either/or internal lending decisions will be made 
by the banks. In 1959 our chartered bank credit lines 
were substantially reduced, even as some of these institutions were 
sharply expanding their operations in the consumer credit field, 

2) Faced with the statutor, limitation of a 6% interest 
rate which is far from sufficient to cover the cost of handling 


consumer instalment loans, some of the Chartered Banks have been 


_ forced to adopt various devices to recoup the expenses they incur 


in handling such loans, while still appearing to remain within the 
statutory requirements of the Bank Act as to the limitation on 
interest rates to be charged, 

3) On several eccasions, uniform action was taken by all 
Chartered Banks to restrict the amount of bank loans available to 
ae ee grouped in a single category as "finance companies" 
(though captive companies were not always so treated). Also, be- 
tween June and October 1961 inclusive, the interest rate charged 
to IAC was 1/4 of 1% above the prime rate charged to other Borrovers: 
This increase cbove the prime rate could have had no relation to 
Mig cred at eg 

4) So long as most ef the Chartered Banks continue 
actively in the field of direct consumer loans, should they be used 
at the same time (either directly or indirectly) as the agency for 
imposing monetary and credit restrictions on their competitors in 
the same field? 

5) Since the Chartered Banks formalized and aggressively 
advertised their consumer lending plans, we have experienced through 
our dealers a demand from the public for lower down payments and 
longer terms to match plans being offered by the Chartered Banks, 


As it is characteristic of loan credit to have no down payment, 
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pressure has developed on merchants to lower their required down 
payments, In the sales finance field, the soundness of credit 
extended depends heavily on an adequate down payment and a mainte- 
nance of terms which preserve the equity of the purchaser over the 
term of the contract. For this reason, we have watched with growing 
concern the rising demand for 36-month paper and lower down payments, 


which has been strongly influenced by Chartered Bank competition, 


6) Because of the increasing importance of consumer 
credit (in absolute amounts and as a percentage) in Chartered Bank 
loan portfolios consisting of receivables with a maturity up to 3 
years, a question arises both as to the liquidity and the availability 


of Chartered Bank funds to service business and industry customers, 


91. Short Term Notes 


As mentioned previously, IAC entered the short term 
money market with secured notes having a maturity of 365 days or less for 
the first time in 1951, and since that time the company's activities 
and participation in this market has been greatly increased, Rate 
cards are established at frequent intervals showing the interest rate 
IAC is prepared to pay for funds with the following maturities: 


usually 30 to 59 days, 60 to 89 days, 90 to 179 days, 180 to 269 days 
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vA 


and 270 to 365 days. The notes are fully registered and are sold in 


minimum amounts of $5,000. 


92. Table V-10 shows the interest rate offered by IAC on 
3 months and 6 months short term notes (as well as a comparison of 
the average yield at tender of treasury bills having a similar 
maturity) at mid-year and year-end since 1951. The amount of, out- 
standing IAC notes and average weighted interest rates at year-end 
are shown in Table V-11. The year-end summary figures conceal the 
degree of built-in flexibility in contracting and expanding this 
source of funds depending upon the need for financing receivables, 
Similarly, there is a quick response to changing money market condi- 
_ tions in average interest costs; thus, for example, the average | 
interest rate on our outstanding short term notes increased from 
3.65% in January 1959 to 5.45% at mid-year and 6.03% at the end of 
that year. Table V-12 shows the volume of short term notes and the 
number of notes sold by IAC in the period 1951-1961. The volume 
and balances outstanding of secured short term notes in U. S, funds 


is summarized in Table V-13, 


93, It might be of interest to note that the 1951 decision 
of IAC to issue short term secured notes marked the beginning of the 
short term finance company note market in Canada. The deve lopment 
of this market has been described as follows: 


“Partly as a by-product of the development of 
the treasury bill market but also as a result 

of the increased demand for consumer credit 

and the emulation of techniques employed in 
other capital markets, the American in partic- 
ular, the market in the short-term notes of fin- 
ance companies has also been developed to some 
degree in Canada. There is not yet much trading 
in outstanding issues of these companies, but 
they have been sold rather widely. While 

during the cultivation of this market by the 
finance companies, the monetary authorities 

may have been caused some temporary embar- 
rassment in their efforts to restrain increases 
in credit, the development must be viewed in 
general as contributing to the greater flex- 
ibility and improved functioning of the 

capital market, "1 


1) Hood, op, cit., pp. 438-439 
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Dig Average aivenest rates on IAC debt and total interest costs 
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1 
Tables V-~7 and V-8 Dave already shown the interest rates 
2 
paid by IAC on new long term issues since 1950; the interest rates 
3 | 


paid on bank demand loans are summarized in Table V-9, while and 
4 idea of interest rates on short term notes can be obtained from 


5|| Table V-10 and V-1l. 


‘95. A picture of the average cost of money in the JAC 


7| debt structure can be obtained from the ary in Table V-14, 


8 || This table Bows the average interest rate on each part of the 
IAC debt a Paseand in the period 1951 io 1961. It is in effect 
a year-end view of the average cost of money in the IAC debt 


structure, 


96. The importance of interest costs in the IAC cost 
structure can be seen from the data in Table V-15 showing the 
relationship between IAC's gross income from financing operations 
and total interest payments on money borrowed by the company, 

15 Between 1950 and 1954 interest paid by IAC averaged 27.7% of the 
16 ||gross ihcome from financing operations; in the next five year 
17||Period the average was 31.1%; in 1960 it was 35.5%, and in 1961 
the ratio amounted to 31.9%. For the entire period under review 


the ratio works out to 31.0%, 


20 97. Debt Policy 


In arriving at a desirable overall mix between debt and 
equity, as well as a sound distribution between various types of 
debt, the company hus to consider the following trust indenture 
requirements: 

1) The aggregate principal amount of outstanding secured 
notes ef the company (short, medium and long term) is limited to 
34 times the working funds of the company, The term "working 
funds" means the excess of current assets over current liabilities 
(excluding in the latter dealers’ credit balances, but including 
all secured notes). 

2) The senior debt of the company is secured by deposits 


in pledge of receivables in the value of at least 11234 of the 
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aggregate principal amount of all outstanding secured notes, 

3) Each dollar of total shareholders! equity can support 
one dollar of debenture debt. At the end of 1961, there would have 
been room ror an additional issue of about $15 million of debentures; 
this reflects the eoraad between slightly more than $96 million worth 
of total shareholders' equity as against outstanding debenture issues 


of almost $81 million, 


98, Also as a general yardstick, total secured debt (short 
term notes +bank loans +secured tenner term and long term notes) 
can only be a certain multiple of the credit base’ (total share- 
holders' equity + debentures), Here there are no iron-clad rules; 
a ratio of 34 today is probably considered quite conservative, 
In the case of IAC, this ratio has declined appreciably from the 
level of the early. Fifties; it ranged between 2.05 and 2.70 in the 
period, 1956-1960, and was only 1.96 at the end of 1961. Viewed in 
these terms, IAC could presently support a sizeable expansion in 
senior debt, as,a result of the sharp build-up in total share- 


holders’ equity and outstanding debentures, 


99, Up to about 1951, IAC's sources of funds were well 
defined and relatively uncomplicated. We have already noted at the 
end of 1950 the company's total shareholders’! equity amounted to 
approximately $141 million; te ed $10 million issued debentures, 
$50 million in long term secured notes outstanding, and its entire 
short term debt consisted of demand notes with the chartered banks, 
The larger and more complicated capital structure of the company in 


later years has already been described, 


100. In the last decade there has been a gradual develop- 
ment of a general company philosophy which can be summarized as 
consisting of taking as a source of funds some picse of each capital 
market, On the equity side, this has meant substantial increases 
in the preferred stock outstanding (more than $125 million between 
the end of 1950 and 1961), an almost $25 million increase in common 
stock outstanding, and a build-up of more than $42 million in 


retained earnings (accomplished through a conservative dividend 
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short term money market in 1951, and this was followed some years 
later by a logical extension into the medium term market, In addition 
there have been substantial increases in outstanding debentures and 
secured long term debt. Thus total outstanding debt increased by 


almost $315 million between the end of 1950 and the end of 1961, 


101, Table V-16 summarizes IAC's liquidity position by 
means of ratios of liquid assets plus receivables to demand loans 
plus secured and unsecured debt. Maturities (of receivables and 
debt) of 6 months or less, and 1 year or less are shown at the end 
of each of the last five years, On the basis of this yardstick, 


TAC's 6 month liquidity ratio has ranged between 1.33 and 1.67. 


The corresponding 1 year ratio has ranged between 1.67 and 1.98, 


102. In concluding this section, we would like to empha- 
size that this high degree of liquidity in our financial structure, 
and the nature of our major lines of business gives us a very 
logical position among the institutions operating in Canadian 
financial markets, Our industry - with its mixture of equity dha 
short, medium and long term debt - appears to be the logical 
vehicle for supplying consumer credit and medium term commercial 
financing. As such it stands about halfway between those financ- 
ial institutions which essentially employ (1) short-term and deposit 
funds available primarily for short term lending, and (2) very long 
term funds available for investment into mortgages and other long 


term investments, 
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1 
SECTION VI 
2 
3 SOME SOCIAL ASPECTS OF CONSUMER crepir 1) 
4 103, We now turn to a discussion of some social aspects of consumer 
5 credit, particularly in the segments of the consumer ee market in which 
I,A.C. operates, in order to examine certain popular misconceptions, This 
‘ can be viewed as an attempt to find out whether there are any socially ad- 
7 verse implications in the existence of consumer debt which REN control 
8|| because of welfare or moral considerations, This is quite apart from any 
9 objective of moderating swings in the business cycle caused by the instabilit 
of demand for consumer durable goods, 
10 
11 104, In this connection, we will examine the following issues: 
1, Contentions that sales finance companies have followed a policy of 
- progressive liberalization of terms, leading to a deterioration in 
13 the quality of their paper. These will be dealt with in terms of 
14 the average payout period on the retail paper we purchase, the record 
15 of our delinquencies, and finally, the amount of losses we suffer 
because of non-payment of our outstanding receivables, 
_ 2. The question of the overall burden of consumer debt in the economy, 
17 3. A comment on the abuses of consumer credit, 
18 
105. The need for maintaining a sound portfolio of receivables is a 
19 fundamental principle of our business, subject to no exceptions, In our 
20 || company we apply a strict principle requiring that all instalment paper we 
1 purchase has a sound equity. By equity we mean that the purchaser of the 
durable good has a sound investment in the transaction and that secondly, the 
a investment we are making in a transaction is always sufficiently be lov the 
23 true value of the article that it can be sold at any time without a loss, 
24||This is a first principle in the instalment sales finance business which no 
25 sales finance company can ignore without inviting disaster, 
26 | | er 
27 1) All statistical tables for this section will be found in Appendix 3, 
28 
29 
30 
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106, Average payout terms in consumer credit have lengthened in the 
period under review, The I.A.C, averages shown are somewhat lower that the 
average repayment terms on retail paper compiled by the Dominion Bureau of 
Statistics since 1958, Thus, for instance, the sales finance companies’ 
average as published by DBS on new passenger cars and commercial vehicles was 
25.9 months in 1960 compared to an I,A.C. average of 25,1 months, In looking 
at these average repayment terms it should be remembered that the average 
price of consumer durable goods has risen appreciably in this period. This 
has been accompanied by an increase in the average amount financed on an 
instalment purchase which allows the vendor to lengthen maturities without 
violating the principle that the purchaser of the good must at all times have 
a net positive equity in the good he has acquired. However, this principle 
does impose a definite limit on repayment terms, beyond which no sound credit 


grantor can go, 


107, The next criterion for examining the soundness of our receiv- 
ables relates to the pattern of account and dollar delinquency ratios for 
the period under review. For this purpose, we are using delinquency defini- 
tions of accounts in arrears 30 days or longer} such figures are now not 
publicly available in Canada, and many of the comparable statistics in the 
United States are based on a 60-day delinquency definition which does not mak 
them comparable with our data, Similarly a 60-day definition involves an 
understatement of delinquencies compared to the 30-day criterion which we are 
using. Table VI - 2 shows the percentage of all accounts delinquent 30 days 
or more for I,A.C. receivables; this includes retail sales financing only, 
As the data in Table VI - 2 show, this monthly ratio averages more than 4% 
throughout the years 1950-1954; in 1955, it declined to 3.6%, it averaged 
3.0% and 3.1% in the next two years and 2.9% in 1958, The record for 1957 
and 1958 is interesting; the delinquency ratios in those two years are among 
the lowest in the 12 years under review, even when, for part of this period, 
the economy was in a recession, and when doubt had been expressed over credit 
quality of the instalment paper created in the 1955-56 boom because of a 


lengthening of average payout terms. Our insistence on sound quality paper 
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through the 1955-1956 boom is reflected in these ratios. During the last 3 
years, the monthly percentage bf delinquent accounts average 3,6% in 1959, 
3.2% in 1960 and 4.1% in 1961. While this is higher than the results achieved 
in 1957 and 1958, it still represents a devine over the typical ratios of the 


early 1950's, 


108, Table VI - 3 shows the dollar amounts of accounts delinquent 
30 days or more as a ratio of all receivables, This ratio has exceeded 
13% in only a single year in the period under review; this came in 1954 when 
the ratio was 1.62%, Generally speaking, a pattern similar to Table VI - 2 
appears; typically, the dollar delinquency ratio was higher at the beginning 
of the Fifties than in recent years, The best records were achieved in 1956, 
1957 and 1958 when the ratio was under 1% for 3 consecutive years, The lower 
level of dollar delinquencies (compared to account agninnnsholee) CLs 
explained by the fact that only the past due amounts of a given account are 
included in the dollar delinquency ratio, At I.A.C., we regard delinquency 
as a matter of exception rather than common occurence. Our entire credit 
selection process and our insistence on an equity of the borrower in the good 


that he purchases at all times are directed to this end. 


109, Table VI - 4 shows the percentage of accounts delinquent 30 
ays or more of Niagara Finance Company, Data have been compiled monthly 
since May 1952. In comparison to ratios for I.,A.C,. instalment finance 
ecounts, there is a similarity in the Niagara Finance experience in that 
ypical delinquency ratios in the early Fifties were somewhat higher than 
hose prevailing recently, The lowest ratio for any one year appears for 
956 when the monthly average account delinquency ratio was 2.4%. Since 
hat time, there have been small increases in this ratio; it amounted to 
01% in 1960 and 3.3% in 1961, Also it is interesting to observe (in 
omparison with Table VI - 2) that the personal instalment loan delinquency 
atios are somewhat smaller than those appearing for I.A.C,'s instalment 


ales financing activities, 


110. Losses 


I.A.C. losses are divided into two classes: 
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1 
2 1) Bad debts or credit losses, 
3 2) Other write-offs or dealer protection losses, 
4 Bad debts involves losses on accounts on which there is no dealer endorsement 
or when the dealer is out of business at time of loss. These losses include 
S 


all losses on wholesale receivables plus losses on retail receivables ag 
6|| defined above. No accurate statistics are available on the division between 
7|| retail and wholesale losses, However, it is estimated that credit losses 


are divided about 50-50 between retail and wholesale, Dealer protection, as 


8 
the name implies, warrants eur collection performance and protects the dealer 
4 against recourse to his endorsements under certain circumstances, 
10 
Ill, I.A.C.'s total net losses over the past ten years have averaged 
11 


only 0.26% on repayments of over $6 billion of retail and wholesale receivables, 
12|| The range has been from a high of 0.52% in 1955 to a low of 0.16% in 1953, In 


13|| the year 1961 the ratio was 0.24%, 


14 112. Our general experience in the field of delinquencies, and the 

15 shouldering of final losses have been entirely satisfactory from a business 
viewpoint. The ratios expressing this record point to the fact that our 
credit selection system is sound, and that the repayment obligations which 
they impose on our customers have been such as to make either temporary or 

18 || permanent defaulting the exception rather than the rule, Some 75% of I.A.C.'s 

19 accounts are paid promptly and without further notice. The remaining 25% 

require a reminder notice, About half of these accounts pay on receipt of 

the reminder, and to collect the remaining accounts, we have well-organized 

accoumbty departmatsand systems, with personnel especially trained to handle 


22|| slow accounts with tact, understanding and decision, 


23 113, Is Consumer Credit a Burden? 
24 Any discussion of the burden of consumer debt must proceed 


25 from two different approaches: 


1) The validity of aggregate concepts such as the ratio of consumer 


5 debt outstanding to personal disposable income, and 

an 2) The position of individuals or groups of individuals with a common 
28 characteristic such as a given range of income, 

29 
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114. In general, it is difficult to form any objective conclusions 
as to what burdens a particular level of consumer debt imposes on the economy 
in general, On this subject, the background study for the Royal Commission 
on Canada's Economic Prospects made the following comment: 

"Considerable interest is often shown in the ratio of consumer debt 
outstanding to personal disposal income, Such a ratio is indicative 
of little else than the relative rates of growth of the two aggre- 
gates. One cannot draw any conclusions as to whether the level of 
consumer debt is ‘too high' (in some sense) to disposable income 
without consideration of the concentration of consumer debt and other 
consumer assets and obligations by income classes, One might for 
example draw one conclusion if the increase in debt has been inourred 
in one group of income classes while the increase in income was 
enjoyed by another group of income classes and another conclusion if 
those who enjoyed increased incomes also added to their consumer 
debt," 1 

115. With these limitations in mind, we would like to examine 
several yardsticks expressing the ratio of consumer debt to disposable income, 
This is usually done by expressing one or the other measure of consumer debt 
outstanding at the end of a particular year as a percentage of personal 
disposable income (personal income after income taxes), This procedure over- 
states the relative importance of consumer debt as long as income is rising, 
since the debt outstanding at the end of a year will be repaid out. of the 
following year's income. Table VI - 5 and VI - 6 summarize this position and 
suggest three possible yardsticks, Table VI ~ 5 shows the ratio of consumer 
instalment credit as a percentage of disposable personal income in the same 
year, as the ratio of the next year's income, and finally the ratio of two- 
thirds of the next and one-third of the following year's incomes. For the 
period under review, when there was no decline in disposable personal income 
in any one year, this has the effect of lowering the ratio of instalment credi 
to disposable personal income as successive years’ incomes are taken into 
consideration. The idea of 2/3 - 1/3 distribution is based approximately on 
the distribution of I.A.C, receivables at the end of 1959 and 1960, and thus 
generally reflects the time distribution in repayments of our instalment sales 


receivables, A similar pattern appears in Table VI - 6 where total consumer 


debt is expressed as a percentage of disposable personal income. Since this 


1) Hood, op,cit., pages 134-135, 


aokeeaimmoD Layo alt rol vote bavorgdosd oft ,teshdua ekdd 10 | stron a | I 


4 
A 


: perecommeo gniwoliol edt eham edooqsord obuosood b'abanad 10 | 


elbantee at ot¢er a dove — Bytes Fanoqe th faaeareg pa nate 
eargegs awh etit to déworg to aotax evidslor eft madd’ sele olddhkl Sao! 
te lowell etd veddvedw o¢ sa enolauloneo yas warbh ¢onnao en ,aotag 
| esosat eidasegath ot (eases omoa ak) ‘datd eot' et tdob tomvanoo » 
sedto bas deb remranoo to sottaréneomeo odd Yo moktereblaneo tuodsiw 
set digim ec .eoneacio omooat yd esoldapiide bas atoass remvanoo 
bexrvomt meed send tdob ok easoromk oft tL aokeglones ono wath slquaxe 
@aw omognt oh eusetomk edt elidw seseslo emoonk to quorg smo ah 
ti aoleulowoo todtens bas ssassio emoonk to query redtens yd beyotas 
texscoo ctedd of bobbsa cals somoont bseastomt beyotre tf enons 
" deb 1 fa, 


‘onkmaxe of oft bivew ow ,hakm nk enoldadimt! oaods ddiW Sil te 
, amo sak oidsseguih ot édob rompanog to oitsr oft gutagoxgxe aioitabrsy Leteves le 
ddeh semyesos to oxuesom ie eas re esto Bb iy al yd ecob Sitetab at aidT ie 
[arnoeteg toe sgsdnesteq & as 1n9y taluoidtsgq 8 le phe oft os wnthoabuaes 
“rsvoO o1ubesotg aidt »(goxsd emoont testis smoot Lneoeteq) smoont eldsgoga tb M ; 
eaiieit ak omecni as gaol as tdeb tomuanoo to oonadroqui ovidslot oid soerste at 

ait toe éuo bieqer od [ftw acy s te bao edt ta pathastedya tdeb edt pout | 

baa aeitinog ald’ osixamme 9 - IV bus 3 ~ IV oidsT .omonai a'rs0y goitwoilot 
communes te oftax oft awodea G6 ~~ IV oldest. .adokisheay sidiseoa, cords dponase | 
omsa off okt ompoul Isnoetoq oldsaogeib to sgaiaeoxag 6 as ¢kbore daomfetent | Ot 


-ows to efdst oft ylisatt bas ,omooak e'xsey txoa odd lo otter odd Bs _189Y Qt 


edd 20 » B omoomt s'ssey goiwoliloet sat to bridd-one bas ¢xon odt to ebsidt ma y, 
emeoak fanoureq sidsaegeth at eatioeh on asw etodd modw ,wotvot ad be iaeg te | 
thao ¢uomiatemi to otdex oft goitewol To deotts edt esd aidd ,rsey, emo yas att Z 
gtnt gsodst ove aamoonk 'atsey oviseovone aa omooni lenos1eq oldesoge th of | SS : 


ro yLovumixorgas howd et notduditteth B\E ~ 6\8 to sebk ofT ,notserebtanoo || g¢ 
aod¢ boe ,08@L base 8801 to bao odd te eoldavisoer .0,A.1 to molsudindath ods | 
sefise toomistent to te ednameaqey ak sotsudiszde ib emit odd etosltoxr yiloreney 


somgpaoo Latot orertw & - TV ofdseT at etasqqs misténgq rslimie A .aotdsviesst 


aftds sonie ,omoont [amonteq sidssequib to sgstmo019g 8 a6 besestgx9 ak tdsb 


nm 


1oN) 


as 


29 


30 


Nethercut é Young 
Terente, Ontaric Al 480 


includes single payment credit in accordance with the definitions outlined 
in Section I, the resulting ratio to disposable income is higher than shown 


in Table VI - 5, 


116. The principle we are seeking to illustrate is that there are 
many ways of showing the importance of one or more segments of consumer credit 
in relation to a given income yardstick, All of these point to a similar 
upward trend, but the actual percentage will vary acoording to what income 
yardstick ie used as a relevant figure. The results in Table VI = 8 and 
Table VI - 6 show that instalment credit and total consumer credit as a 
percentage of personal disposable income increased relatively rapidly until 
the middle Fifties. In 1957, there was a small decline in the ratio, 
followed by an increase in 1958 which, in the case of total consumer debt, 
did not bring the ratio back to the level of 1956. In 1959 and 1960, the 
ratios of debt to income were once again on the increase and in round terms 
amounted to approximately 16%-17% on the basis of total consumer credit and 


12%-13% on the basis of consumer instalment credit. 


117. If there are welfare problems involved in the existence of 
consumer debt, they are impossible to find in aggregate figures. Any debate 
in this area can simply be summarized by asking: how high is "high"? Ina 
dynamic economy, there are always large groups of people who antioipate with 
confidence ihe ebyds in their income and are, therefore, inclined to seek 
to improve their standard of living in accordance with these anticipations, 


It has been said: "There is no other group yen goes into debt as frequently 
as those who anticipate income increases." 4 


And, as long as income rises year after year, it will be difficult to argue 
that consumer debt is “too high". The test of such a contention would 
probably face us only in the event of a severe recession or depression, What 
has pee concerned us is the statistical evidence that individual spending 


units may definitely be overburdened with consumer debt. Here the available 


statistics in Canada are somewhat scarcer; the last detailed Dominion Bureau 


)) National Industrial Conference Board, "The Economics of Consumer Debt, " 
Study in Business Economics No, 50, 1955, page 46 (Remarks by George 
Katona), 
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of Statistics’ study dates back to consumer indebtedness in March 1956, and 
it is related to incomes in 1955. This survey has been discussed in detail 


elsewhere and the data involved are substantially out of date by now. 


118, However, as the figures in Table VI - 7 show, it gives us an 
idea of the importance of consumer debt (1) among various income groups, and 
(2) among the debtors fn various income groups. The latter distinction is 
important as far ae burden statistics are concerned; in any aggregate Gite td 
are large numbers of debtors who should really not be included, The relative 
importance of debtors in each income group is seen from the first column in 
Table VI - 7, The percentage of each income group having some consumer debt 
generally rises with income until it reaches a maximum in the $5,000 to 
$7,000 income bracket, where almost 60% of the group had some consumer debt, 
In the entire $3,000 to $10,000 income range, the percentage of debtors is 
relatively stable, ranging only from 58% to 60%, The ratio in the under 
$1,000 per year income group is perhaps significant; it suggests that one 
out of six of the income recipients in this range had some consumer debt, 
However, this low income bracket must be handled with care} we do not know 
for what reason or how permanently people are in it. Column 2 shows the 
average debt in terms of the entire income group, but “nie more important 
figures appear in Columm 3 showing average debt for the debtors only, This 
emphasizes the obvious fact that the burden on the debtors is considerably 
higher than the same burden pro-rated over an entire income group, which 
includes non-debtors, Column 4 shows that if the entire income group is 
included, the percentage of consumer debt to income amounted to 8.3% in the 
$1,000 and under group, 7.2% in the $1,000-$1,999 bracket, 8.5% in the $2,000 
-$2,009 bracket, and 8.7% in the $3,000-$3,999 bracket, The ratio then 
declines until it reaches 6.1% in the $7,000-$9,999 income group. Finally, 
in the $10,000 and over income group (where average consumer debt rises 
sharply), the ratio rises to 8.5%. More relevant figures ah in Column 5 


which apply to debtors only.) In the $1,000 and under bracket, the ratio of 


) It is assume@ here that in each income bracket, the average income of 


units with consumer debt was the same as that of units without consumer 
debt, 
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onsumer debt to 1955 income was 48,1%; it declined to 21.8% and 17,5% in the 
hext two income brackets. This decline continued throughout the f{ncome distribu 
4}'tion range until the ratio reached 10,4% in the $7,000-$9,999 groups} however, 


the $10,000 and over group, it rose to 18.5%, 


6 119, Since income and consumer debt represent only two of the three 


iquid assets in each of the income groups. Focusing attention again on the 
10 lower income brackets, it appears that among the approximately 17% of the 
spending units in the $1,000 and under income group, which had consumer debts, 
10.5% had no liquid assets at all, about 33% had consumer debts exceeding 
iquid assets and 3% of the spending units had liquid assets exceeding their 
ponsumer tobe, Similarly in the $1,000-$1,999 income group, where 32.7% of 
14¢he units had some consumer debt, almost 21% of the units had no liquid 


ssets at alls about 5% had liquid assets totalling less than their consumer 


17 120. By whatever yardstick one wishes to judge these figures, it 
ust be concluded that on the basis of the DBS survey, some burden considera- 
ions may arise in viewing consumer debt in the very low inaeubegisepa. 
Admittedly, the whole question of consumer debt in the very low income 
20 brackets must be handled very carefully; a major limiting factor is ‘that we 
\, not know how permanently a given family stays in a given low income 
bracket. Consequently, an analysis made at one point in time (such as the 
_ study, which has not been updated) is really insufficient, Furthermore, 
even if such a survey would be taken at regular intervals, any trend in 
24 fonsumer debt in the lew income brackets would still not be conclusive since 
25 \ cannot be assumed that the same families would still be included in these 
06 low income brackets. The pattern in a dynamic economy would probably be 
sities opposite, Another limitation in the burden concept of consumer 


Hebt relates to the fact that instalment sales credit in particular (or con- 


29+4/ Other variables include the number of dependents, etc, 
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sumer credit of any other type used for the purchase of durable goods) 

creates a debt which is accompanied by the acquisition of a worthwhile durable 
asset with a useful life exceeding the duration of the debt. Its use may 
eliminate certain other types of consumer expenditures and, as such, the 
instalment buying process can be viewed often as a replacement of other 

forms of expenses. For example, instalment payments due on a combination 
washer-and-dryer partly replace laundry bills; payments on a refrigerator 
replace what used to be paid:to the iceman or lost in food spoilage; the 

cost of a television set is an offset to what could be spent on movies or 
other forms of entertainment; and purchase of an automobile can replace 


expenditures on business or pleasure transportation, 


121. Furthermore, while the act of instalment buying draws on the 

savings of others, the act of repayment restores these savings, and imposes 

a type of "forced savings" on the instalment purchaser, It is conceivable 
that in the absence of such an instalment program, individual consumers would 
simply spend this part of their income for other consumption purposes. Here 
it should be: remembered that even though the ead gu tewc aie accounts treat 
consumer durable goods spending as current consumption rather than investment, 
the balance sheet of the individual consumer will show an asset consisting of 


the depreciated durable good at the end of the instalment payments, 


122. I.A.C, and N.F,C, Customer Characteristics 


Industrial Acceptance Corporation and Niagara Finance Company 
have conducted sample surveys of customer characteristics on several occasions} 
I.A.C. has done this in 1956 and 1961; while the Niagara Finance survey was 


prepared especially for submission to this Royal Commission, 


123, The I.A.C. surveys cover approximately 2,000 instalment con- 
tracts purchased in each of the years, Table VI - 9 summarizes the income 
characteristics of these customers showing that approximately 12% of the 
customers in this sample had incomes of $2,400 or less per year in each of 
the two surveys. “The next income bracket ($2,401 - $3,600 per year) included 


44.2% of all customers in the 1956 survey, and 30.7% of all customers in the 
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1961, Income earners in the $3,601 - $4,800 per year bracket accounted for 
26.6% and 34.6% of all customers respectively, and those in the $4,801 - 
$6,000 per year range for 10.9% and 14.6%, Only a minority of customers had 


incomes of more than $6,000 (6.8% and 7.8% respectively). 


124, The Niagara Finance Company survey covered 2,422 new customers 
in 49 branches during October 1961 and the details are summarized in Table 
VI - 10 to VI- 13, As Table VI - 10 shows, 28% of the duatorietl: éxpected 
to use the proceeds of their loans for debt consolidation, and 21% for auto- 
mobile repair and purchases, Other popular uses include household repairs 
(7%), the purchase of home furnishings and appliances (5%), travel expenses 
and holidays (43%), clothing (4%), and medical, dental and hospital bills 
(4%), Occupational characteristics are summarized in Table VI - ll; almost 
one-half of the customers were plassitied as skilled labour and Leudédmeid 
(24.8%), and service workers (22.7%). Table VI - 12 summarizes the income 
characteristics of the customers, showing that 11% of this sample had incomes 
of $2,400 or less, 28.8% had incomes in the $2,401 - $3,600 bracket, 30.5% 
in the $3,601 - $4,800 bracket, and 16.5% in the $4,801 - $6,000 bracket, 


The remaining 13,24 had incomes in excess of $6,000. 


125, Abuses of Consumer Credit 


In closing this section, we would like to make a brief observa- 
tion on the abuse of consumer credit. It is quite obvious that there are 
always some spending units in our community which, because of a lack of 
proper planning, or perhaps because of a degree of over-anticipation of 


future income gains, go into debt beyond their ability to repaye 


126. We align outselves with all responsible agencies in deploring 
such instances of unintentional abuse. Where an instalment sale is concerned 
it does happen that the seller, the credit grantor and the credit user all 
lose financially, Equally important, each suffers damage to his esteem and 
reputation, particularly where the enforced return of a good is involved, 
With the safeguards built into its credit appraisal procedure and equity 


requirements, the sales finance company makes every effort to minimize such 
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occurrences, Also in I.A.C.'s descriptive literature designed for the consume ’ 
we advocate restraint by publicizing basic ground rules for the wise use of 
instalment purchase credit. But ours is a free society and there can be no 
ultimate safeguard against over-confidence or 1uys ntaee planning by the 


credit user, nor against unforeseen changes in his economic circumstances, 


127, Those who would protect the consumer against consumer debt on 
moral grounds should always keep in mind that their judgements are made en 
welfare grounds, In normal times the welfare judgments of an individual 
consumer on his ability to contract and service debt are as important (if not 
more so) as any would-be regulator's Judit 8 that the consumer's ability to 
do this should be curtailed. Experience has shown that any legislative or 
other artificial interference with basic consumer motivations is bound to 
invite illegal and unscrupulous activities which arise so often when society 


imposes prohibitions violating the basic tastes of its members. 
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SECTION VII 
CONSUMER CREDIT CONTROLS 


128, The question of the usefulness of consumer credit controls 
has received considerable attention in Canada, the United States, and 
other countries in recent years, It is not the intent of this section to 
review previous studies on this subject; our purpose is to give a short 
summary of the past Canadian experience with consumer credit controls, to 
suggest some yardsticks to guide discussions of the propriety of having’ 
consumer credit stand-by controls in peacetime, and finally, to advance 
some suggestions for public policy in the event that an inflationary 
period such as occurred in the boom of the middle Fifties should occur 
again, For this reason we will also review our credit policies in the 


1955 to 1956 boon, 


129, Canadian background and experience. 


Canada has used specific controls on consumer instalment 
credit on two occasions} during World War II and during the Korean emer- 
gency. In each case, the controls were part of an overall restrictive 
monetary and fiscal programme, including indirect taxes at consumer 
durable goods, personal income tax increases and particularly in the second 


period, restraints in the overall volume of bank credit, 


The first regulation covering consumer credit in Canada was introduced 

by the Wartime Prices and Trade Board on October 14, 1941, This ‘ie 
followed by several other orders to include household durable goods 
usually purchased on the instalment plan, The controls were consolidated 
on February 1, 1943; minimum down payment was set at one-third of the 
retail price, purchases of less than $500 on instalment credit had to be 
paid in 10 months, and those over $500 in 15 months. Minor changes in 
the regulations were consolidated in a January 1945 order, and on Jan- 


uary 13, 1947, all consumer credit controls were removed. 
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130, In November 1950, consumer credit regulations were re- 
established as part of a general anti-inflationary programme, The initial 
regulations provided for a one-third down payment for cars and 20% on all 
other goods; maximum maturity was 18 months for all goods. In March 1951, 
consumer credit regulations were intensified; down payments were raised 
to one-half for automobiles and one-third for other consumer goods, and 
the maximum repayment period was shortened to 12 months. This was followed 
by a small relaxation of the controls in August 1951, further relax tion 
in January 1952, and finally a full suspension of all regulations on 


instalment credit on May 6, 1952, 2) 


131, In the 1955-56 boom, when the emergency powers of the 
federal government were no longer available, the Bank of Canada attempted 
to curtail the expansion of instalment credit through indirect means. 


After November 1955, the chartered banks did not authorize any increases 


ts lines of credit for sales finance companies, But because of unutilized 
bank credit lines, bank loans to finance companies continued to increase 
in 1956 (chartered bank loans to sales finance companies increased by $84 
million, from $310 million outstanding at the end of 1955 to $394 million 
at the end of 1956), In the same period I,A.C.'s total outstanding 
chartered bank loans were reduced from $91.5 million to $85.6 million. 
Following the inability of the sales finance companies to agree (in 
November 1956) on measures to limit the expansion of their lending, the 
chartered banks took further steps of changing authorized credit limits 
for the larger companies, so that no further increase in bank loans would 
be permitted to such companies beyond the maximum point reached at that 


time, except on a purely temporary basis. 


132, I,A.C.'s credit policies during that period serve as a 


useful historical footnote for that period. In 1956, management became 
increasingly concerned with steeply rising money costs and the realiza- 


tion that we might have to face a long period of high interest rates, 


1 
“ Consumer Instalment Credit, opecit., Part I, Volume 2, 


Pages 260-266, 
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Several months before the Bank of Canada asked the instalment finance 
companies to keep their outstandings from going higher, we instituted a 
program to cut down on the use of money through an upgrading of quality 
in respect to the terms of the business then acquired. Detailed ins- 
tructions were issued to all our branches, raising ne credit sights of 
paper we would purchase to conform with our philosophy of credit appro- 
priate for such a period. This was backed up by a sales Leometibh pro- 
gram to have our dealers cooperate with our efforts, Thus our experience 
showed that any sound finance company must do a lot of policing on its 
own initiative in a period when interest rates are rising rapidly in 
order to retain a sound balance between the cost of money and its income, 
The molicie we followed during much of 1956, particularly after our 

natn ity control program" was put into effect in May 1956, did have an 


automatic moderating effect, 


133. In the course of our negotiations with the Bank of Canada 
in late 1956, we expressed willingness to cooperate in any agreement that 
could be reached by the sales finance companies and the Bank of Canada 
in limiting expansion of instalment sales credit, We hoped that moral 
suasion by the Bank could bring together the major companies in this 
industry to achieve some overall quantitative credit restrictions in tune 
with the objectives of monetary and credit policies of that navi day This 
was done in the belief that a voluntary restraint program is preferable 
to outright control of sales instalment finance company credit by erduE! 
ment regulation. Beyond this, we found that the admonitions of the Bank 
of Canada with regard to the necessity of keeping retail balances out= 
standing at a level corresponding to October 1956 also fell in line with 
our thinking based on sound business practices. In our case, this level 
was not exceeded again until June, July and August 1957, and at that time, 
outstanding balances did not exceed the level of October 1956 by more 


than 34, 
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134, We would like to suggest that instalment credit is moder- 
ated per se during periods of overall general monetary restraint, both 
through the tightening up of money available and its cost. These factors 
affected our policies before the discussions with the Bank of Canada took 
place in late 1956, While there may be some lag in the overall impact 
of monetary policy on a finance company Tenaces of seasonal factors and 
because of the high proportion of existing outstandings in relation to 
new business being acquired at the time a change of signals is called by 
the central authorities, there is eventually a chain reaction which finds 


its way all the way down the line to the consumer, 


135, Objectives of Consumer Credit Control 


The various objectives of consumer credit control can be 


classified as follows: 


1) Emergency measures (wartime or partial mobilization) . Instalment 
credit controls under those circumstances, either precede or supple-~ 
ment allocation and other direct controls designed to restrict the 
output of consumer durable govds, in order to channel productive capa- 
city into wartime purposes. In general, we do not challenge the valid- 
ity of such objectives under emergency circumstances, except to point 
out that sound allocation controls of materials are a prime requisite, 
Having blueprinted what part of the economy will be used to supply 
wartime goods, the imposition of censumer credit controls involves an 
ndatttonal welfare judgment which discriminates against the time=-buyer 


in a period when supply of consumer durable goods is already restricted, 


2) Control of the business cycle, These are attempts to restrict 


credit available to purchase consumer durable goods ata time when 
the economy operates at capacity and is threatened by inflationary 
pressures, In addition, there is the possibility that outstanding 
consumer credit balances may have an aggravating cyclical effect if 
income starts declining in a subsequent recession, These contentions 
are generally areas of conflicting opinion among economists. The 


fact that capacity production, full employment, etc. have been absent 
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in the Canadian economy in the last five years is not by itself a 
convincing argument that we should ignore the problems that could 

arise in a new period of inflation. We have pointed out that during a 
period of credit restrictions and rising aspptied ib ae several 
automatic built-in stabilizers are at work in moderating the overall 
amount of consumer instalment credit provided by finance companies. 

We would generally argue that their effectiveness will depend upon 

how strongly public authorities are willing to act in the general 
monetary and fiscal field; the stronger the anti-inflationary policies, 
the quicker the impact on finance companies should be. This is the 


area in which public policy considerations are most open to debate, 


3) If there appears a need for regulating business practices pert= 
aining to automobile manufacturing, retailing and/or financing (see 
similar practices in other durable goods industries) such regulations 
are not a job for the monetary authorities but should come from a 

body concerned with the regulation of business and competitive prac- 
tices. If it is necessary to regulate consumer credit, nee ak ke 
instalment sales credit or other types of instalment credit which could 
increase the amplitude of fluctuations in the demand for consumer 
durable goods, this is a question for countercyclical economic policy, 
Neither should be confused with welfare arguments and judgments about 
the extent to which some people go into debt; or, with remedies for the 
questionable practices which the fringe elements of many businesses 

are alleged to use at times, Would-be regulators of consumer credit 
on social or moral grounds should consider that their reasoning igent 
ves serious value judgment, since any form of consumer credit con- 

trol by government legislation discriminates per se against time 
buyers. Those who contend that credit terms are loosened in times of 
boom, also forget that the merchant who sells on time and/or his sales 
finance company cannot depart too far from sound credit terms, If 
they do, they will not get paid for goods sold and would soon be 


bankrupt. 
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136, Sales finance companies handle 20% of all consumer credit, 
To be effective, consumer credit controls would have to apply to the retail 
merchants, consumer loan companies, chartered banks, credit unions and 
others who provide the remaining 80%, The same reservation applies if it 
is consumer instalment credit that is to be controlled. To be effective, 
the controls would have to apply not only to the 25% - 30% handled by 
sales finance companies but also to merchants, chartered banks, loan 


companies and credit unions that handle the other 70% ~ 75%. 


137, Methods of Consumer Credit Controls 
Specific methods to control consumer credit can be class= 


ified as follows: 


1) Traditional Methods 


Minimum down payments and maximum repayment periods. These have been 
essentially the wartime and post-war methods used to regulate instal- 


ment credit in Canada, the United States and the United Kingdom, 


2) Loan Ceilings 


‘ These regulations would limit credit grantors to a certain percentage 
of their credit out standing at a specific past date, This ite cafe gail 
lation by formula, From an administrative point of view, it has the 
relative advantage of checking the credit grantor's books as against 
the policing of retail transactions, Ceiling controls impose the 
following difficulties: 

a) Is the ceiling imposed at any specific date an equitable 
division of the total market between major credit grantors? 

In other words, as long as we are Pea ates the total ania of 
instalment credit by this method, there is an implicit alloca- 
tion of market shares, which may be detrimental to any one member 
of an industry. 

b) "The regulation of terms and maturities operates within the 
framework of a market mechanism, even though it specifies certain 


limits, Demand and supply forces can continue to operate to 
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make market adjustments, despite the fact that demand is 
curtailed by limits on the credit employed in an individual 
transaction, A ceiling plan, on the other hand, sets aside 
the market mechanism in one important area; it implies that 
some device, formal or informal, must be superimposed to 
ration the artificially limited amount of one type of credit. 
It is not inconceivable that "black markets" or extra charges 


for consumer credit would develop." 1) 


3) limits on the volume of funds from one or more of the followi 
—— ees trom one or more of the following 


SOurceses 


a) Chartered Bank Ioans 

b) Short Term Notes 

c) Medium Term Notes 

d) Long Term Debentures 

e) Long Term Notes 

f) Preferred shareholders 

g) Common shareholders 
The first of these methods, namely, a limitation on commercial bank 
loans, was used in the United Kingdom throughout the period of 1951 
to 1958, and especially between 1955 to 1958, During these times, 
the banks were asked to regulate, within narrow limits, their lending 
to the finance houses and others who were active in instalment 


credit, 2) 


The Radcliffe Committee concluded that minimum down payment and 
maximum repayment regulations used by the Board of Trade have been 
a more effective method of controlling instalment credit than rest< 
rictions on the availability of funds to sales finance companies, 


However, the conclusions of the Radcliffe Committee may not be 


1) Consumer Instalment Credit, opecit., Part I, Volume 1, page 303, 


2) Report on the Committee on the Working of the Monetary System, 
Cund, 827, August 1959, paragraph 433, page 150, In Canada we 
have somewhat of a parallel in the 1955 to 1956 period, when the 
Bank of Canada sought to restrict chartered bank lending to the 
sales finance companies, 
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make market adjustments, despite the fact that demand is 
curtailed by limits on the credit employed in an individual 
transaction, A ceiling plan, on the other hand, sets aside 
the market mechanism in one important area3 it implies that 
some device, formal or informal, must be superimposed to 
ration the artificially limited amount of one type of credit. 
It is not inconceivable that "black markets" or extra chargés 


for consumer credit would develope" 1) 


3) Limits on the volume of funds from one or more of the followi 
——— nes trom one or more of the following 


SOurces.¢ 


a) Chartered Bank Ipans 

b) Short Term Notes 

c) Medium Term Notes 

d) Long Term Debentures 

e) Long Term Notes 

f) Preferred shareholders 

g) ‘Common shareholders 
The first of these methods, namely, a limitation on commercial bank 
loans, was used in the United Kingdom throughout the period of 1951 
to 1958, and especially between 1955 to 1958, During these times, 
the banks were asked to regulate, within narrow limits, their lending 
to the finance houses and others who were active “in instalment 


credit, 2) 


The Radcliffe Committee coneluded that minimum down payment and 
maximum repayment regulations used by the Board of Trade have been 
@ more effective method of controlling instalment credit than rest= 
rictions on the availability of funds to sales finance companies, 


However, the conclusions of the Radcliffe Comittee may not be 


1) Consumer Instalment Credit, opecit,, Part I, Volume 1, page 303, 


2) Report on the Conmittee on the Working of the Monetary System, 
Gund, 827, August 1959, paragraph 433, page 150. In Canada we 
have somewhat of a parallel in the 1955 to 1956 period, when the 
Bank of Canada sought to restrict chartered bank lending to the 
sales finance companies, 
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not make any definite recommendations, concluding only that "even 
after thoughtful consideration of the arguments presented, reason- 


able minds will still find room for disagreement", (VolumeI, Part 1, 
Page 386) 


2) The Board of Governors of the Federal Reserve System (May 1957) 


"The Board of Governors believes that a special peacetime authority 

to regulate consumer instalment credit is not now advisable, The 

Board feels that the broad public interest is better served, if po- 

tentially unstabilizing credit developments are restrained by the 

use of general monetary measures and by the application of sound 

public and private fiscal policies." (Printed in the Federal Reserve 
Bulletin, June 1957, Pages 647 
to 648 


3) William C. Hood, Financing of Economic Activity in Canada (1958) 


prepared for the Royal Commission on Canada's Economic Prospects: 


"Perhaps, in the future we shall have to. resort to specific measures 
to control the sources of funds to finance companies in periods of 
inflation, We have suggested that given the special circumstances 
the inflations so far experienced in the 1950's - rapid growth of the 
practice of using consumer credit and the concomitant process of 
developing new sources of funds for the finance companies - it is 
difficult to forecast how effective generai monetary pressures may 
be in restraining consumer credit in the future, We are not in- 
clined, therefore, to urge immediate legislative action which would 
give federal authorities direct control over the amounts that 
finance companies may borrow or the specific uses to which they put 
their funds (such as cash reserves, for example) ." (Pages 196-197) 


4) Commission on Money and Credit (Committee for Economic Deve lop~ 
ment ) : 


"During wartime emergencies, direct controls of the output and sale 

of consumer durables probably would be imposed, and if so, consumer 
credit would be redundant, 

"During more normal periods, it might be useful to discourage undue 
loosening of credit terms when the demand for durables is an import- 
ant source of inflationary pressure, But as a regular countercy~ 
clical tool of stabilization, its practical possibilities are limited, 


“The Commission is almost evenly divided as to desirability of 
granting standby authority to the Federal Reserve Board for consumer 
credit controls. In the absence of a consensus, no recommendation 
is made except to urge an investigation of better forms of such 
controls which could be administered more effectively if they should 


be needed." (Money and Credit, 1961, Page 74) 


5) Committee on the Working of the Monetary System (Radcliffe 
Committee) : 


"Apart from interest rates and prescribed ratios as to the distrib- 
ution of assets, there are only three monetary regulators which our 
inquiry has left with us as deserving of serious attention under 
conditions that are less than those of real emergency: control of 
international capital movements, control of the terms of hire pur- 
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chase credit and, under certain circumstances, controls over 
lending by other financial institutions and the banks, for example 
for the purpose of financing house purchase and property develop- 
ment, And the control of hire purchase credit, despite its imme- 
diate effectiveness, has such disadvantages in its impact on the 
comparatively narrow range of industries concerned that we can 
counsel only a sparing resort to such measures of regulation, On 
the other hand, if there does appear at any time a grave threat of 
the situation getting seriously out of hand, we advocate a combina~ 
tion of measures which can strike promptly and vigorously at the 
central points of the financial system: limitation of. bank advances, 
of new capital issues and of hire purchase credit," (Command 827, 
paragraph 984, page 338,) 


139, Today, the control of consumer instalment credit, let 
‘alone all consumer credit, can by no means be accomplished by Snnervision 
directed only at sales finance companies, Consumer credit is a many- 
splendoured thing, and the market share of major suppliers of such credit 
are shifting rapidly, There is inadequate recognition that a variety of 
sources can supply instalment credit for the purchase of consumer durable 
goods, To control instalment dvedit by regulating sales finance companies 


alone would, therefore, be an increasingly ineffective method. 


140. To select consumer credit (among major categories of credit) 
or sales finance company credit (among various types of consumer credit) 
for control by direct or indirect means, also implies an interference with 
the free allecation of credit, and discrimination against the time buyer, 
Professor Hood has suggested that: 


"The restrictions on bank loans te finance companies which were 
imposed on more than one occasion affected the banks! distribu- 
tion ef assets and of funds . This is an obvious fact, but 
relevant here, The restrictions represent a direct interference 
with the allocation of funds as between consumers and others, 

The Bank of Canada, in its reports is always very careful to 

state that these restrictions were imposed by the banks, It is 
reperted however (in the 1956 Annual Report) that the Bank held 
discussions with representatives of the major instalment finance > 
companies with a view to reaching a voluntary agreement to prevent 
further significant increases in the total volume of consumer 
credit. It is an important question whether it is a proper 
function of the Bank of Canada (as presently constituted or other- 
wise) to interfere even in this way with the allocation of funds 


ey he 1 


141. For our own part we believe that the most authoritative 
studies on the question of permanent standby controls over instalment 


credit leave considerable doubt and disagreement on the effectiveness 


j) Financing of Economic Activity in Canada, op.cit., page 421, 
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of this tool as a countercyclical measure} certainly no iron-clad 


conclusions or recommendations seem possible, 


142. Our own experience in the 1955-56 period has shown that 
for reasons of sound credit policy we imposed credit restraint even 
before this became a topic of discussion with the Bank of Canada, For 


reasons beyond our own control, agreement was not reached between the 


_ Bank and the sales finance companies at that time, even though we had 


hoped that moral suasion could have served its purpose, Among the capi- 


| tal, debt and lending "formulae" available for consumer credit control, 


each contains at least one element of discrimination against one or more 


members of the industry, and we would generally not favour them, even if 
they would give us a competitive advantage. The traditional means of 
control under emergency oondi buat - MG dow payments and maximum 
repayment periods - have their problems of policing and evasion, but 


seem to have done their job under the emergency circumstances for which 


| they were designed. 


143, What if the history of 1955-56 repeats itself with another 
period of full employment, capacity operations in most industries, and 
heavy inflationary pressures? We are convinced that vigorous monetary 
and fiscal policy can have a decisive impact on the operations of sales 
finance companies if they are used quickly te affect both the supply and 
the price of loanable funds, As we have shown, contrary to popular con- 
ception, sound credit policies limit us in the extent to which we can 
stretch out maturities, If this is combined with a set of strong signals 
from the Central Bank as to desirable monetary ‘and credit policies along 
with regular consultations between the Central Bank authorities and sales 
finance companies, we believe that cyclical objectives with respect to 


this portion of consumer instalment credit can be reached, Under these 


_ circumstances we see no need for singling out sales finance companies 


for specific selective controls over consumer credit, nor the necessity 
for inventing complicated formulae for such controls, Any of the altern- 


ative methods represent a strong element of discrimination and an inter- 


ference with the free allocation of credit, 
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Tables I = 3 and I - 4 


A497 


fr ‘ Sly) ” iene ae ii pists mri . tf 
ah) mr a ‘aier i iy ay ‘of ishegerd ine BiG, Hi ek IA 


wt ' 


ob i’ 
- a a< 
; wn we on A ; 
ha ra i aay | 


ee ee ee 
a 7), fo ne j 


“ rag ee) ‘onl 4 hig ol ‘ th jeidny sais hoy oh ee ah, oe ub 


‘ 


bhi ; iw ih me ‘ine ry ct tel on  estvingman najekan veh ai, pai ied 


} Ai 


Bh sep PA ack Sek natig i Sosy eked Mowe Manus Tange sade bag 


See 


Bik in ne ; i mh 1h ie ry ast v cat hi oe ‘a kuawot” mu hue, Kl Aah fae 
DA 2 Na tot hy ee Wie Paring ys uh Aiivod, re acandoen all 
iA uk LE CAME ais, GLO uy ya 4“ ninatia® aah, hs pede 


Te sheik A a ati r ae uate yay) wre aby Pom a ae. wale hy irene et] 
A fe ™ t has eg. fue 4 eeldst hice 
Paci a. Stith ee ee ore a ied wi mes Fi " ae MEARS 7 hi ntlve, Teste, * Kia a hréana 
Hh UN AY eke, ANB Nae ey aheahite lla Cue babide' walle, Mltbay tines bacmagngee: 


i a iy ¢ ) 4 i ! ‘ i ee aa y » }) : \ 
a AAG yp yt ah ae LR Pe ts ab rohan Mas go eet ‘eettolt TON epee) Be 


f at ae 4 i) Pe a Toads 
U 
a ‘ll a en] 4 ' { 3 1 ‘ of ily My i pital 
: “ ge NE ae % fi. as ve bith ier St Z WARN 98 COED riot. te lad aeg 
wig he aga Jaqveain ! wee: .2 WW Shortage @ evil taJ eee 
: Gate ee a ; biteat ys 1 ae: aT roi fra he aye ; 
, "i 1 ag + i i] i an a Aue © Rene en 
}" ‘ 9 "f wri yew ; . vel] % " , weet yy % t ve , ; a | he ay a9 aria, 
7 fry ae bp + ands bh it hare OE Oe aoe oe Lave ; WiiTOe »fG pte a q 
' ae id eet ei ei.4 ‘ Wile, Tada, ote Agiterta) | 
f a 
cal tet toe be oe Mietl lapiae):) pie cert) F 
: ; 
) ‘ aA 
, } a vl a | ve. wal! Sear dead ey oe y, y mito cALonon doe 
j / it J : ig 
’ . init, is e 9) ' 7 oF e ? imninkies enue? ? 
r} . ; . : . q 
, Sy ee na 0 te ine ade sepia i10 L9 g04, nhue: 
PY, i 


oA 
i ' b ee Dale hve “ve 1 98 Baw svolodn men hs | 
i ; i Tae 
: , ‘ Ty whee son » iAvth Septeilen 2 tong: vet ge 


6 eh » 
or ‘e t bev 20d 'sd.0¥ \) wele@uy? & ci pek Lowes a1 boyd ie ; 
; 4 Zi 

PS eh fy let beads phate it Bergte wn ta at 


pire a pear wae oF ab 
ie s 

9 d 
rig: 
alk 
/) 


dl 


a 


ims 
= 
>> 
2 
— 
S 
~ 
o 
= 
— 
iS) 


iu 


A1498 


Terente, Ontaric 


a 


must 


+ 


b | 


oe) 


*T96T requeydes Jo pue oyy 4e UOTTITU TScg peTez0o4 ssurpueysyno f[O96I UT pe_zodez #SITF OL0M JserTequT pue Tedtoutad jo syuempTeqysut Tenbe 
4q etqefedez £[Teotzroeds sueoqy *poyzodez OU ere STTeSp YOTYM IOJ sueoT Teuosied yuemfed oTZuts SuTpnpouT *,,sueoy Teuosreg reyz0 1S Avie 3 


( eved 90g) eqeuTisg - g 


Los §Z £59 9S 44 06¢ 6S0°T GLT = LET Gv 29 = O9-TS6T 

Loo *t cov ST 66T T9T Loz €Z 08 oe Ah 09-9S6T 

00S *T Tk2 ge OST 622 258 2ST EXT ST OLS 9S-1S6T 

($ WOTTTIM) 

sesueyy) 

ofo*t 99 ets q-loz Ge o9L - T96T 

ize*e LSe 95 Sev VOS Gee *T IL2 q-1V2 SY 828 O96T 

66 *z 6TL 09 L6E a Leo*t vlLz 8-602 54 908 6S6T 

666 *z gGG 14 ozs rAch4 ove st 992 LET 61 ggL 8S6T 

ere §Z OcV ev Sc LYe 6$2°T tlz gLT ST osl LS6T 

ees GeV 34 92z 44 @LI*t vz T9T ¢T 9SL 9S6T 

68 °T trv v2 LT ¢lz 286 (0) 24 LUT 9 66S GS6T 

TES *T TS¢ TST 602 42) 902 OTT 9 c6v vS6T 

CIV st 80g 62T ahi £08 $8T TOT ¢ 9TS €S6T 

OOT ST eve v6 SVT 919 SOT 08 ~ cls cS6T 

ocl V0Z gL VIT 92¢ 96 a-VV = 98T IS6T 

ehereycton) 

9)*+(S)=(0T) (6) (8) (L) (9) (v)+ (£)* (2) *(1) =(5) (?) (£) (2) (T) 


JTperg quem =F IO juSMTeTSsu, suey FUSMOACAGUT SUOTUL] sueoTyT FT pein Seles SLOTe oq SOl0TG setuedmojn SOD “Ug TESOL 


Tegeul TesoL sauegq pereqiey) slo “SHE “ATVYD 4TPEIO At, TeysuT ysey ~~ queMpeqeUT TexO, ~*46q teuyo_ —*9deq_ = weoy TTeug jueMTeysuyT fo pug 
LIC#ad INGWIVISNI YHHLO Teuosreg (idaao STIVS INGWIVESNI 


$ FO SUOTTTTM - T96T-1S61 Teo, JO pug — epeuey UT UTpue{s4{nO SsooueTeg JTpeig tounsuog 


€-I 9TqQeyZ, 
I XI@qvaddy 


<= Mm SO as. Oo: a So 


>. a 
lh 2 


at 


aee8¢8 8 ¢ 


bo ae ot het < 
a fF & wo Y¢ ff - 4 * “«~ ~~ f - © & : -~ 


—_—— eo «tel seit0 «tgs neol [lame dremlateni to bad 


ew (a+ (4 su =e) Bas € (z) ts re 


ay MIL ase ae [Ab - aet Seer 
be BAL ala ear 08 - eye Ster 
PSL ey €08 fal IoL é af2 ger 
Ba fu 3 208 os8 30S ort a seh Mer 
AYE Ts $8e OS TAL 3 eee eer 
BSS ERE syi.t BAS fas af ay deer 
Bes TM RES .f IVs gyi er ost yeer 
ost SOE ons .t aas Tal ef Bay Beet 
yet SAS Tse .f $TS a-€0S SE 808 el 
284 noe 28 Lt Its HLS ah ass t 
BRC &-Tos ee Oey Lael 


002 res BR 08! @ss see ser ne Ef ore aenfeer 
yoo,f Ssh ony eer IaL yos asd _ OB St Sf 09-0? CL 


FoR.S Ra | ae ene ee @20.f a. eh Sho OB4EREL 
. ( egsy o0@) otemtted - 2 


ud sldsyecet ylisottivegs exsol ,hetroger fos ous 2fiateb doidw tot enaol ismosteq taemysg elgate goidulont , “ensol Ienoaved terito ILA" 2 
~fd2L sedmetqed to hue exit te moriiim [8S beletot egatbmstetivo ~f60L si befroqges tazil erew gestetmi Ons Isgioniiq to einemistent Leupe 


o i i 


es 


Sa a ar rete 
SYOOYS pue spuog SeTqezoyreu Ag YY 
sqjunoooe eszreyo pue suetd syuemfed perzesep rey40 SOpnyTour ¥¥ 


Oo) 
rep) 
= 
a Lv6 £2 ovr 6 SVL 09 vv £6 68 O9-TS6T 
vet *T rat ¢ vl (22) 8T 6T ov 09-9S56T 
£Te *T 64 9 Le Lg 92 VL 2" 36V 9S-TS6T 
($ WOTTITN) 
sefueyy) 
it 09¢ gee a LY A-VET T96T 
£9 Sy OST *T 8 Se vse 982 vv Gog q~EC1 O96T 
6£0‘P 060 ST a TAS Z8z OV Lee at a—SOT 6S6T 
009 *¢ LVvO*T et GOS Lg2 Ge €T¢ G6 8S6T 
T62°¢ 616 €T G62 LS?e “AS £62 68 LS6T 
6ec*¢ 600 *T Tt olz ST¢ 92 90¢ 40) 9S6T 
Gee *z T66 8 -0S2 6E¢ 02 v6z2 08 SS6T 
v6¢ *Z £98 [ ovz 6Ge £62 ol VS6T 
GS2°~% eve 8 G27 692 yl2 99 gG6T 
99¢e *T 981 9 gtz2 Sc eve 19 2S6T 
9TV ST 969 ‘F 66T 922 Zz q-V¢ TS6T 
9T)+(ST)+ v1 )+ 
(LT)+(OT)=(8T) (£1)+(2T)+(IT)=- = (91) (7) (£T) (ZT) (IT) 

Sa +FPSrO : °IQ que syueg suBoyT AoTTOg “SOD YyFPeinseg sueoyT Spiey fTperg *SZOOV SxreyO ¥yser0jy¢ reox 
= ‘= Temmsuo) TezOy, eTZuTg a0  ssuTAeg oeqend COUBINGUT SITT “Ha °32u9 = Aueduog TIO TFeyey 19U40 queuyredeq JO pug 
a eae LIGHaO INGNAVd FIONIS 
Ss S| 
S = $ JO SUCTITTM - 1961-1S6T Tesy jO pug — epeuey ult Futpuezsyng SeousTeg JIpedg Teunsuoy 
= 


(P,9U00) ¢-7 eTQey, 


eomtwect stil “ME dr Tistel sediO. dnomaaged 


ee sao | einet  enpol ystiol ,20) skkborsece ensal 2hbts) tibet? .atood esreifd kavorote Ts8¥ 
CFE TOL HC6T) (4) atte at? 0—0—~C~C“«ts«<‘ SS ieee #5 uepiaewma see 2 ter) (Si) (39) 
area: arta ) 


ath,t 8e5 eer ass | Sts a-pt , fee 
sear 3eT 5 ers Aas SAS fa seer 
“PSS cyt SAB. ) C85 | oxy eas 4 AYS ers) FAeL 
ReE.S $88 y ORS ts tes: oy epee 
288,S fee 8 - O@S eh cs AS 08 Rik 

- S55.e >*>* 200,£ if  oFs | tLE as 30 6 acer 
.. -) ae ere - > | ees fee St ~ 2S e8 : T2eL 
000,— TROL si COE Yes ek * CEE 2e Beet 
{2 020 ,.t el est 868 Oh YSt g<0L e\cer 


EEA a Mo” BME ax 88s Bb eS I-8S1 oaet 
| = a BRR rh A-bEL geet 


t16.1 a: ie 3 bay re as sy Oh 
PELL fst g ay (7s) 8i er Oh 
0 @ ene | 08 Ah & 8 od-Leet 


admyooos episio bms ensiq etnemysq berieteb teto eehulosl fk 
etsote bme ebsod eldetedrsm yi kth 


i a ee ee 


*¢-7 STQey, ees seyou s07 


oO 
oO 
UY 
mt T96T 
96°SL v9°6T ey vl°6 “GS°TI vL°te T2°9 2S °S £0°T 86°ST 096t 
To°¢sl oes* LT 60°T £9°6 vO° TT Ge°2e 8l°9 EES ¥6°0 96°6T 6S6t 
76°OL 9£°ST T9°T 68°8 19°OT vee 6e°L 61°S €S°O €¢°tZ 8S6T 
Gz2°OL oN Reta ov°T ve°l vS°OT GO" LE €2°S 92°S 9¢°O OL°¢z LS6t 
G¢L°89 LV’ St OTT 00°L Z9°OT eb°og g9°L 66°V ov°o Th°éz 9S6T 
G9°S9 62°ST £8°0O £0°9 9r°6 165k OT°S icc 91°02 GGé6t 
G6°¢9 99° tT - T£°9 ¢1°8 09°8 Ge8°V G2°0 SS°0z yS6t 
99°29 99° ST = Cee LoL c1°s eV°r €T°O 88°27 ¢S6T 
Zf°eS £8°2l = 86°Y Se°L ¥9°9 ve°r - eL°6T cS6T 
98°0OS Tv°vt - LE°s ' Go"*s el°9 8 he 1 = vt° ST IS6T 
2 (6)+(9)+ 
= (L)+(9)+ (S)={oT) (6) 8 (2) (9) v)+(£)*+(2)+(T ) (2) ) (1) 
- = {TPSID quem FID “Zsuy areola suoTay suBOT SreT eS see Sou oo yeah 
> “TezsUy TeZO], "SHg “UD Semon *sHg*yD APPOTO «= “SUT YSe) 4UEUTeYSUY TBO, reyey reqio qusemyredeq Treas *urg *4suy oa da 
~ qTpeIN FUSUTeySUy TEUIO Teuosieg {Tperg seTes jUSMTeysuy 


Ii rante, Ontaric 


elfieré 


O96T — TS6T zeezxz fo pug 
Bpeuey UT SutTpueysyno seoueTeg 4Tperg Ieumsuoy fo uoT4AngTI4sTq eSequeoreg 


v-I ST Qe], 
I XTqNaddv 


tas: Bak Hlth DO curs on OO 


- ; 
g 


ia 2 6 ss ee s 


sbsos) ni gatbastatuO eeonsish $tbex9 temyanod to soitudinter€ egstnesiel 


Ooet - feet tse! to bad 


fenceret tibexo eolsc toomletent 
efenl das Jnembat ark istoT  tistell stedi0 tnomtisqed fieme att vant to bak 


— 20,8 €0.€S 87.98 It.f - Br.EL Leer 


> . ; | 53ek “ 


EI ofdeT eos seton 10% 


AT. - — 
hd a ore yi eg 


Sjunoooe eFreyo pue sueyTd syueufed perzejep Ieqjo sepntouy ¥y 


Q T96T 
00°00T vo°92 a ge" 95°9 TO°T Gv°l c8°Z 096T 
00°00T 66°92 a 00°8 86°9 66°0 Ot’ 09°2 —-6S6T 
00°O00T 80°62 gee Lv’s L6°L L6°0 69°8 y9°2 8S6T 
00°00T GL°62 ov’ 96°8 Te*L L6°0 06°8 o£*Z LS6T 
00°OOT Ge°te ve? 9¢°9 69°6 Te°O ev°6é Lg°*z 9S 6T 
00°OOT Ge°re 8c° L9°8 GLI 69°0 6T°OT VE leak 2 GS6T 
00°OOT SO°9¢ 6c" Z0°OT LS°OT = Veet 26°% vS6T 
00°00T pele G¢° 86°6 £6°TI — ol’2er 66°C. €S6T 
00°OOT 89° TY rAd Gc: 11 89° ST = ST°ET f2°¢ 2561 
00°OOT vIl°6y 5e-0 SO°vT 96°ST = 8£°OT ov°z TS6T 

(9T)+(ST)+(VT)+ 

b (LE) +(OT)= (8T) (£T)+(2T)+(1T SCEt) (9T) et) (VT) (£T) Be rec 
- =. t tTpelg juemAeGT SEG FESd “9D PREPSEINoSeg sueOT Spreg *ig FECT 
~ 5 remmsuog Te4,oy, STSUTS Teo], SuUTAeg *ony eoueInsuy ejsTy syueg perezreyy Aueduoy [to Treyey T0430 = guemz_redoq JO pug 
2 oS TIdHao INGWAVd SIONS 
= a: T96T — TS6T Teex FO pug 
— . Bpeuey UT FuTpueysyng SeoueTeg YTperg reumsuoy jo UOTZNQTI4ZSTG es#ezuceorSEeg 

(P,3409) p-7 eTQey, 

~ I xIqNadav 
BOD MORO AP SS BA NN oe Sia Se a et at Sk aS eee 


- ; = *  gsbsns9 mr gattwsres60 esoteish tiberd temyenod ‘to sottndtrrerd encidelgls 
i901 = Jeet zsc¥ to br 


525 5 : DET TIGHT) WRMYAT BIOWTe 
ofits Isto? rect 2 ) é “pains betetrasd pagac To 


eat tedtO 


 trembrsqel 


Aarne . pet ccs ¢: 
ge an )atet eC nt )+ tack ae 
Cs ne — ae — . , ~ F 7 fa = 7 . 
00.00! bf.@h OO 8%,0L On.S ‘feet 


~ 90,005 — s. Se es: BBE —— 2L.8L ES. seer 


zr 00,.00f = CREATE ae. 82.8 | te.if ae 21,.8f ERS eel = : 
ee "90,005 20,88 es, $0.08 | F2.0L ™ AS.Sf se.8 peer 
00,005 ORK 8s, 13.8 at €3.0 e£.08 Tres per "A 


2G ik 
- a ey.es ; 
‘ 00,00. _ 80.88 3 gE rhb ve.T Te.0 23.8 Ra. Beer 
00,005 2 ee.as mor 
"00,001 . po.as St. - 38.7 - 3 | £0.£ 7 2.7 $8.8 over 


y - aa -sigohe : ae sinuooos egteds ins eusiq efremysg borzeteb aedzo sebulont #4 ; 
> a peer — ss gesloote bas ahaod eidetestram YX itt 7. 


Nethercut a Young 
A1l502 
Terente, Ontaric ? 


APPENDIX 2 


Tables V - 1 to V = 16 


& 
‘S 
asl 
2 
Bi 
> 

a 
esl 
ay 
9 
> 

: 
ee 
& 


= i a i a. a Gna a ee ee 


*Sutpunorl Jo esmeoeq SsTe,04 04 ppe jou Leu STTe 70g 
*oqe ‘sesuedxe predeid ‘sqyesse pexty ‘suoTssessodey ¥ 


~ 
oO 
= 8c°0S9 98 °886 %00°OOT TOS *909 %00°OOT 980 CTT TYLOL 
<t 
TT as aD ci. treo 08° iste s ¥ szessy 104340 
LI°€z29 T6°086 18°86 9bL *665 02°66 616 SET S,9Ssy SUTPETNOITD Tez,o] 
26° GVG 00°e 19°98 965 Gog 1e°G6 * 060 6ST 
(6578) 2°91 9¢°T (2928) (¥9"T) cee *s SESSOT IOJ SATOSOY 
_3ssey 
OS°7SS 2G 86°18 99°66 1S°L6 ely ‘Trt SeTqeATOOeY TEI 
69° 4 : § iy C99 8c" OOF STQeATeoey squnoooy ATpung 
v2°OT tres Z9°T 658 *6 GS° v6L Iedeg jueuTeysuy 19440 
10°96 86°0¢ ve°St 96026 gT°S Gus *¥ SueOT JUSMTeYSUT pernoes 4yoorTtg 
1S°9S OT’902 L6°8 06¢ £45 v8 °0z2 6£2°0¢ STeSOTOUM 
66°O6¢ To°6TtL £0°29 7260S OLE KB et D V6V ‘SOT [Tez ey 
sSOTQeATOOeY 
9e°LL c6°2s 92°2T ose * vl gore 628 °V "oes eTqeZexIEW y YSBD : [BIO], 
f1°69 Q°ST 16°01 £599 09°T cose SeTITINISg eT QB oRIE_ 
Zi°8 60° LT 62°T Lie *l ¢h°T LOS *z yseo 
Te{O], FO ¥ $000 Te4O], JO ¥ $000 
Ss L961 OS6T T-9:6 T OG 6T 
3 ‘S A008 OOT$ Baa Te Widow SLASSV 
od = 
Ss Ss 
= £ ($000) 
= = “oeg pue OG6T “ITE °deq ye Szoous eoueTeg pesuepuoy) 
CHLIWTT NOILVEOdHOD AONVIdHOOV TVIMGSOGNT 
i = 4 Ste, 
on —) 
a hl hl UmhUclUmrerhmUmhaehULhTChCUChECUhTETUCURUCUC SCC FE RP FT RB RRS He BRS BS Ss eS 


YIUUpS OOL$ saa 


Teel o2et 
= leatoT to & 


ey.t r fesd 
00.1 eeltimvoec eldatexitsl 


Reet .oe8 eldstedisl 2 desd sIstol 


| o ; | :eefdaviscof or 
ee ORE f0.efy =a £0.88 Ses aye £7 ST pep. col Listeil 


£2.02 OL,.d08 a ye.8 ORE ee 38.08 OFS 08 elszelodW Bee 
TO. ae . 8E OF = AS.cL a2 A.SP ti .F Che ed exsol tnemistenl betyoe® toexid ee 
: BS.0f pa eed a -$a.t c28,e cen ney : reqs? toemistenl tedt0O val ~ 
= SS .. “Be ails 2.30 of. 00s eidsvisoell e¢myoooA prbawe - 
ORNee ESL | | Be.7e 823,882 12.7e STAIR seldaviecel LatoT aS 
= “seeel =< 
— (er ($8.81) . (8t.5 ($0S.8 | (Ad.£) . ($82,5) eozecd tot erreeell ¥: 
Se 2h2 00.82 ee ese TS.20 =  OCO,08L : eS 
“VL.E88 £e.08 78.8e Teer 08,282 — ere.eaf eteeeA gaitsiuotl0 Istol ; 
eae 2e.. 3 fit 25559 =" pais # adened todt0 : 
BS.083 a8,.98¢ B00,00r £92,802 800.00! IATOT | ; 


- ote .weameqxs Bblageig ,ateces bexit ,amoiazeasogeZ & 
«anibmior to seueved alstod of hs tom ysm aliasted 


+ - 


=y° 5 
© *BuTpunoi JO esmeoeq sTe,04 04 ppe you feu STTe 0G 
Ww * 
oe 
< 
82 °0"9 .98°886 %00°OOT 16S “909 %00°OOT 980 “CTT Te4O7, 
00° O0T 00° OOT 18°ST 12°96 TT°OT ZL9*VT 4ytnbyq Te4oy, 
CL°6V 6L°I¢ 68°. ose “LV cog v5 *G SSUTUIeY PSUTe LOY 
Z0°2 A ae 1v6 *T sntding Teqytdeg 
16°6¢2 65° Lz GL°? Gel 82. Slaw 8v0*y yooys wommoD 
cs °ST 29° VES 1onc G£9*1T OS °¢ 080 *S Yooys perrejyerg 
s£41Tnbyq 
LS° vy £9°OL) gS °OL 09g ‘Lev c6°LL 990 *€TT 499q Te JO] 
v0°rs 91°89 eo* eT [88°08 68°9 000*OT seinquseqeq 
£5 °09¢ Lv°zol 02526 LL6*9VE vo*tL 990 §£OT 4q°p TOTUSS Te4O], 
VS 1ST 6L°0VE VO°Ve Sve STL OV Ve 000*0S sejyou WISe4 pernoesg 
66°802 89° T9¢ OT° Ss eft *tO7 85 °9¢ 990°6G  seqou mISe, 420s » pueMep peznoec 
sseingusqeg pue so ,oVN 
82° VS £8°z9 19°8 cv2e*es Ge°9 612 *6 SesIeyQ eoTALeg peureoug 
i: cv°Te ov*ss %66°V Lye ‘og %09°S 621 *8 seoueTeg 4Tperp ,sreTeeq » eTqefeg 
= os sexe], euoouy feTqexkeg syunoooy 
=> & 
© Ss eek <.: e Ae it 
2 = Teo, JO ¥ $000 Te}OT, FO ¥ $000 
. = T96T OS6T TET OS6T i 
= AlINOA OOTE Wad TS UAW ORG SHI LITIGVIT 
S w 


(Pi9U09) T - A eTQRy, 


ee J 
eile, 
ss (btan00) I - ¥ oldel 


3 Pe as 


OPeL 
Tsfot to R ~~ -*8000 


, eexsT emoonl ,eidsyel atroood 


tas, Se : . septed? soivied bemrrsenU ; 


2 :eetitneded bas eetol 
St£,{0$ eejon mret trode.’ bnsmeb be1ry0se 

RG ARE . ; seton amet bers998e 

TYe obe tdef zoines IsioT 
36.08 eoiinedst 

088, FS YT ,¢ tde@ istoT 


ryi ined 


woote Sarreterd 
Hoote mormo) 
exigueé istigqs9 
agrimis® bentarel 
tispa {stoT 


fetoT 


" .gathayor to seusoed eletot of bha tom yen afisie 


= * 


Ces ate Sa ee oe Oe. Os 


SSS E —————EEEEEEEE ee ae ee ee ee eee ee 


*SuTpUNOI FO esneoeq STe404 04 ppe you fem sTTejog 


LA 
Oo 
LO 
oH 
< 
, Yooys perzrejeirg 
: (22) Zz uo SpueptTATg TOF UoOtsTAoIg *2Z 
9£¢ ev QVL*S 669° zet*S SoTt’s 9lS *¢ 6LT SE OLS *¢ 690 *¢ GOT*¢ TVs §Z 20S *T sSujureg peureyoy °TzZ 
Th6‘T = lev vIs 925 Tyr 8£z (S8¢) cS 99 £OT Z9T snj{ding Teqtdeg °0z 
LEl ‘vz 909*2 679*T £96 ell a0 6V 91.9*9 TEl*v vo9*2 99) °¢ 809 YOOyS UomMOD *6T 
GOG*2t (ber) _ (ter) (VTE) (92S) (Tv7v) 29 6 voo*T (167 ‘7) 208 ‘Vv cLefy (OL) YOOFS perreserig *gT 
ose 6S £08 £0S 189 osl v9S 002 19 (26S ) 99S L69°T 099 SeTQBATOOSY TNFZQnog IoJ *sey */T 
£88 ol gre*s 856 *9 0299 Qf *V OfT *ST 686 *2 (9v2‘T) 056 ‘TT ozs *6 osl*V 000 £2 seijyueqeg *9T 
Sve *S6 S60 ° 6S Ar kerecs 16c*ots 667°) Tze *L Gov*Lt 000‘9 = 00SS gee *¢ = “ SejVON MIE], pernoeg °GT 
veo*sy (Soes*z) 66¢*9 Soe *L LVS *¢ 6vL ¥SO*OT £70 *9 (026 *T) gOT*¢ 99¢°TT (1£2*T) euoouy perzrejeq *PT 
z62°8 (222) (966) (12) (62¢) T09 TL9 ‘2 Gez (20S ) 91s *¢ Gee fe = seoueTeg 4Tperp ,SreTeeq *¢T 
G65 °S O2v Toh we 16S) 6£2°T Gee oVv9 (Z8T) (£89) 92V LS9°T 610*T Sexe], ewoouy ° ZT 
rAd) tO ts Gel*s 28S v6S £OT Log (92) 098 Z9T ST 354 TLz “qeTT pentooy » eTqekeg *syooy *TT 
990‘°87T (998°Sv) tLofL Yec*to (64) «(tel * ony S2ezc "16 gl6*eS (TLIS6S) ogs*tT L60*89 T62°VI SeqoN WIE], yLoug y pueMeg *0eg °OT 
(v6r°S) (S16) (£29) (a2) 8 LY (90T) (292) (126) (260 £2) (8ST) (7) S}Zessy IeyIO °6 
(1t2*v9) gszsty (1l2*8) (6z2‘ov) (vL9‘PT) 264 (196) (026) erae (86S) (vST*Z)  (9S0*T) SOTJTINIES SeTGeyeyTeE_ °g 
(S92) GIT 98 (£e) v6E 292 £92 289 (065‘T) (el) oS (89¢) *oey *sqooy Arpung °) 
eae) oes — one (80¢) (z8) (6901) (L9v*T) (e¢€L) (£ST) 192) (90T) *szeSTTQQ JUSUTeYSUT I9eyzO *9 
¢8T) ZV) Tz) OL) ST (6T) LE S8 L9 (gg) iss br) suotTssessodey °G 
aes (£L¢*TT)(LIZ*eT) Meee CLPS* TL) =(<2r%z (08S *6) vSS°S) (2Lo*v) (LS¢*¢) (88°99) (89r'¢ SUBOT JUSTITBYSUI *O9g 4yoOeITG °L 
TST ‘Vz 6T6*£T (0£2‘OT) (L6z°S)  Sez‘z teeeee} £SvSG eit) ogg * ST vO? 8z vepees tedeg eTeseToum °¢ 
(86L‘0l2) zokg*zt (S69*€2) (VOSS) pLT*G 685 *¢ (210°S6) (226*vy) s9tfoe (rrE°Gs)  (LSe‘r6) bie9) tedeg queuTeysuy [Teyey °Z 
(OTE *S) 60i-c@. fics = (164*2) 6662 (968°L) (Les) GGG ‘9 8c (£L2‘?) 91 §Z (eve fl) ysen °T 
ia 
= = SieT[oq JO Spuesnoyy, 
<< = T96T-TG6T T96T 096T 656T eS6T TS6T GET. COT SOT £G6T CSOT TC6T WOT}TSOdSTq) JO Seoanog 
3 =: TVLOL 
3 S SONA 20 MOTa LAN 
= 
oS CHLUMIT NOLLVYOdUOD HONVUdGHOOY TVLMLSNONT 


c~ A OTOBL 


Ber “pes geet Seer eet 


 (OLE,Z) ROLLS ETSE (TEAS) LAS => (008 T) 
ri sey 07S) Sot, Sf (223, és) MNO,2E) rie 28d = 
. en efe, tl ne on) yes.) e8S.S  (Ske.2) 
Cetera) (erectx)(riseSr) (ABEait) (ine,tr) (EShS) 
(sat) a ae ak BL. pe 
(880.0) «(yet t) (82E.S) (ove) (808). $8) 
2S) eft (§8)--* “hee Sas 
ey BSB A (ase) = Oh) (M7382) Sep 
— Kpen ed) Gre} tera) srs Th 
. —-« BBO,BAL (398,EA) AYO. A8S.te (epyeT) (187.al) 
; SéS,8 Te ae eS ES sac poe f0L 
ct ee ee 20 Sn 0) 5 2 es 
ses ,8 Be (8€e) (7S) (ese) «£08 
MSO,FA -(208,S) GeE.8 Cc6,.T . Thee - AT 
gne.c@ = « ERO,E «= sTRSS «= FeS,OL | ERT TS8 J 
$88,07. SbS.8 826,d O88,d dEIeh OFL 21 
088 2 £08 z02 yas Ost Bee 
esi -iptp) tsa) (are fase) (Epp) 
Tey edS d00,5 Ohd,f Fae Sty ere 
Ipe .t - SR BIE ase Ebi 
SEE ASH io... OOl 2 Eertd 


SAT 2 PRE 


(y62) 


(S£0.&2) 


Ghee 
(062 .@) 
‘vy 

es t) 
(13e) 
(B08) 


BS¢ ele 
Toe 
O68 


BES 
ey leg 


222d 

(ose, Ah 
atest 
hee.c) 


OTe 


8st 

8aL,dk 
ABE eT 
(sy2.h) 


(rsy) 
(Tse) 


(IV L,e2) 
oes 
(89) 
($02) 
(0S@,£) 
002.2 
o¢e, If 
(see ) 
(Leb.h) 


(8TSeR) 
(bas 28) 


O6€ AL 
Sart 
OSh 
alt= 
801.5 
SE ee 
OSE.2 
aa? 
S08 fb 
n03,S 
oe 
aoL.t 
(ss) 


arA.s 
(Tes Ae) 
Bs 
(€68.d) 
oes, 
Tos) 
Se 
($e. £¢8) 
(SEL) 


yeo,.8a 
Set 
yés,t 
Cet ,e 
eos if 


O8Y fh 
yeo,t 
eye eh 
Saf. 
fOL 


a 
ine, 


$s 


Aged 


Si 


= 4 

ig 
ae 
(838) 
(020, L) 
(h) 


esd 
aegai tuemistenl [istef 
‘sogsi sisesfonW 


ensol tmemistenl .90e@ toertid 


arotsessaogen 

-2tentidO tremlstenl atedtO 
,0eH ,afood yrbnwe 
esttinuosa sidstedteM 
ateeeA tedtd 


£[eS,.M esto wreT trodé 3 buemed 00d 


rys 
Cf0.1 


(L8S,1) 


900,5 
Gaa 
(ory) 
803 
Sof 
soc. ,f 


seid beurosA 2 el[dsysi .etooA 


2oxslT emoonl 

esoneleS tiberD 'erelesf 
emoonl berreted 

eatod mreT betuose 
eetutnedead 


asidevisoad Futédyod rot cet 


Aset2 bertretett 

Hoos mommod 

esigqre Letigs? 

eyaimisd beantstell 

no afneffvid tot moteivord 
asot2 bhevrtetett 


sgiibeuer to eruaced elstot of bha tom ys elisted 


(rottisogei@) to zea tu0d 


ad 
ss 
of 
2 
a 
23 
+! 
8 
ef 


OL 


tl 


off 
oct 
OL 
ri 
of 
OL 
.O0S 
«iS 
oSS 


Nethercut é Young 


Terente, Ontaric A1506 

1 

Table V -/3 

2 INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 

Flow of Funds 
3 December 31, 1950 - December 31, 1961 
(000 $) 

4 | % of 
Sources of Funds 000$ Total 
Secured demand and term notes $ 148,066 32,09 
Secured term notes 95,845 20.77 

6 Debentures 70,883 15,36 

7 Total Debt $ 314,794 ‘68,22 


Accounts Payable, Income Tax 
8 Payable & Dealers’ credit 


balances 22,118 4,79 
9 
mearned Service Charges 43,024 9432 
10 preferred stock : 12,555 2.72 
ommon stock . 24,737 5.36 
11 Papital surplus 1,941 042 
Retained earnings 42,336 9,17 
12 Total Equity $ 81,569 17,67 
13 Total - Sources of funds $ 461,505 100 ,00% 
14 % of 
Application of Funds 000$ Total 
15 Cash $ 5,310. 1.15% 
farketable Securities 64,211 13,91 
16 total: Cash & Marketable Securities $ 69,521 15,07 
1% 
Receivables: 
Retail $ 270,798 58.68% 
18} Wholesale 24,151 5.23 
Direct secured instalment loans 87,911 — 19,05 
19] Other instalment paper 9,061 1,96 
Sundry accounts receivable 265 206 
20 Total Receivables $ 392,186 84,99 
Less: Reserve for losses (5,880) (1,27) 
21 
Net Receivables (earning assets) $ 386,306 83.71 
ae Total circulating assets $ 455,827 98.78 
23 Other assets 5,678 1,23 
4 $ 461,505 100 ,00% 
Retails may not add to totals because of rounding, 
26 
27 
28 
29 


30 
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Nethercut &é Young 


Terente, Ontaric Al 508 
1 
2 
3 Table V - 5 
@ INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 
5 Profit Ratios ~ Total Shareholders' Equity 
1950 - 1961 
6 Gross Net Total Share- Ratio of Net Earnings To - 
Income Earningst holders’ Equity Gross Total Share~ 
7 (000$) (000$) 000 Income holders' Equity 
1950 $16,877 $ 2,836 $ 14,672 16,8% © 19,3% 
1951 22,065 3,004 16,174 13,6 — 18.6 
9 1952 30,261 4,997 26, 957 16.5 18.5 
10 2983 42,369 6,969 37,594 : 16,4 18.5 
1954 39,489 6,837 40, 957 17,3 1647 
11 
1955 40,092 7,395 51,825 18,4 14,3 
12 
1956 51,714 8,586 65,053 16,6 13,2 
13 [1957 58, 464 9,184 ' 68,942 15.7 13,3 
14 1958 60,471 10,735 74,819 17.8 14,3 
1959 68,487 10,897 80, 965 15.9 13,5 
15 
1960 80,810 12,089 88,313 15,0 13,7 
16 1961 84,352 12,536 96,241 14,9 13.0 
17 
Average 1950 - 1961 16,1 14,5 
18 : 
19 
20 
& Before all dividends, profit on redemption of securities, cost of debenture issues, ete, 
21 
22 
23 
24 
25 
26 
24 
28 
29 
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Nethercut & Young 


Torente, Ontario A1509 
1 
2 
Table V - 6 
2 
4 ie 
5 INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 
~ NET EARNINGS ON TOTAL SHAREHOLDERS ! EQUITY AS A PERCENT 
6 OF TOTAL ASSETS AND NET RECEIVABLES 
1950-1961 
7 
8 Net Earnings on 
Total Shareholders! Total Net Net Earnings on Total Shareholders 
Equit Assets Receivables 
9 (0008) (000$) (000$ ) Total Assets 
10 1.950 $2,836 $145,086 $139,174 2.0% 2.0% 
11 
| 951 3 5004 162,937 148, 623 1,8 2.0 
12 pe 4,997 263,215 249,025 1.9 2.0 
13 3 6,969 308, 868 287,775 263 2.4 
Li 6,837 268, 265 245,647 200 2,8 
14 
953 75395 348,984 331,638 2.1 2.2 
15 
16 956 8, 586 448, 306 429,306 1.9 2,0 
las 9,184 460, 053 433,695 2.0 21 
17 Lb 10,735 474,808 436,742 253 245 
18 959 10,897 567,222 486 , 063 Sy BS) ; ne eee 
i 12,089 628,880 539,991 1.9 2,2 
19 
201961 12, 536 606,591 525,664 2.1 ee) 
at 
22 
23 
24 
25 
26 
27 
28 
29 
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Authorized 
Principal 
Amount 


$10,000,000 
2,500,000 
5,000,000 
5,000,000 
5,000,000 
73500 ,000 
5,000,000 
5,000,000 
12,000.000 
5,000,000 
6,000,000 
10,000,000 
10,000,000 
10,000,000 


10,000 ,000 


Toronto, Ontaric 


Xe Nethercut &é Young 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


Debenture Issues - 1950 to Date 


Amount 
Out standing 


(Feb, 15, 1962) 


7,176,000 
1,294,000 
3,134,000 
2,671,000 
2,979,000 
5,760,000 
4,077,000 
4,119,000 
9,960,000 
4,682,000 
5,169,000 
9,862,000 
10,000,000 
10,000,000 


10,000,000 


Particulars 


4 % Sinking Fund Debs, 


n 


RB WV WR VB WW 
z 


e/g 


5 3/4% Debentures 


6 % Debentures 


oO 
die 


% Debentures 
6 % Debentures 
6 3/4% Debentures 
5 3/4% Debentures: 


5 3/4% Debentures 


" 


" 


A1510 
Table V - 7 
Issue Maturity 
Date  _ Date _ 
4/1/50 4/1/69 
3/1/51 3/1/70 
7/2/52 7/2/70 
1/2/63 1/2/71 
7/2/53 7/2/73 
2/1/54 2/1/74 
10/1/54 10/1/74 
6/1/56 6/1/75 
1/18/57 1/15/77 
9/1/57 9/1/77 
2/1/58 2/1/78 
6/15/59 6/15/79 
2/1/60 2/1/80 
7/2/61 7/2/81 
2/15/62 2/15/82 
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Nethercut MG Young 


Terente, Ontaria 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


Secured Term Notes Issued 1950 - Date 


Principal Anount 
Issued Out standing 
ries ‘50 _to Date 12/31/1961 
F $10,000,000. i 
G 5,000,000 - 
H 3,000,000 ~ 
I 5,000,000 ~ 
J + _ 6,000,000 $ 5,000,000 
K 2,500,000 o 
L 2,900,000 2,000,000 
Ma 9,825,938 9,825,938 
N 3,000,000 3,000,000 
0 10,000,000 10,000,000 
P 6,000,000 6,000,000 
Q 12,500,000 12,500,000 
Rt 4,904,687 ~ 
St 16,280,645 16,280,645 
T 6,000,000 6,000,000 
U 12,500,000 12,500,000 
Vv 5,000,000 5,000,000 
W 7,500,000 7,500,000 
xX 8,500,000 8,500,000 
Issues 
Before 
1950 5,000,000 
$134 511,270 $109, 106,583 


Date of 
Issue 


4/1/60 
9/1/50 
10/1/50 
11/15/50 
11/15/50 
10/1/52 
10/1/52 
3/2/88 
8/15/53 
7/2/54 
'12/15/65 
3/15/56 
10/1/56 
2/15/57 
4/1/59 
12/1/59 
12/1/59 
8/15/60 


11/15/61 


Sold in the United States for U.S, Funds, 


TE: All issues were sold at par. 


Maturity 


Date 


4/1/87 
3/1/63 
10/1/53 
11/15/57 
11/15/66 
10/1/64 
10/1/64 
3/2/68 
2/15/65 
7/2/72 
12/15/70 
3/15/71 
10/1/63 
2/15/77 
4/1/79 
12/1/74 
12/1/79 
8/15/80 


11/15/81 


ALS. 
Table V -~ 8 
Coupon 
Interest MATURITY 
Rate ears 
34% 7 
2 3/4 as 
2.3/4 3 
34 EW 
34 16 
4 2 
4 3/4 12 
4 1/8 15 
5 114 
41/4 18 
4 1/2 15 
41/2 15 
41/4 7 
5 1/2 20 
5 3/4 20 
1/2 15 
1/2 20 
20 
3/4 20 


08 
6s 


ai 
a\E S 


O\E & 


togase. 
earsdtal 


eoinsdull 
4 a 6 cS) dat 


PO\I\S 

eas 

Ba\INOL 
va\a\ ie 
GO\SL\ LL 
pa\ f\O8£ 
S\N GE 
B0\8\ 

ao\aE\s 
ey \s\r, 
OT\SE\ SE 


LS\SINE.. 


BO\INOL 


TEENS...” 


OTs 


ST\I\s8 


 R@Y\E\SE 


O8\8I\s 


a\en\if | 


te stad 
a ee, 


od\i\e 
BANG 
ou\f\Or 
Os\OL\II 
oa\aI\ir 
ga\L\or 
ge\t\or 
ea\s\s 
Ba\ ar\a 
bs\g\y 
Sa\ar\el! 
d8\AE\E 
es\I\OL 
ye\ar\e 
ga\r\p 
aa\r\sl 
@a\r\st 
oa\ ars 
fO\aL\iE 


q 


doom, 
gatboads ded 


mi 

G00, 900,8 3 
066,000,8 
8£2,888,8 
009, 000,6 
006,000, 01 
600,000,9. 
000,008, 85 
BAB, OBS OL» 
000 ,000,8 
909, 008,81 
000,000,8 
000, 008,7 


000,008,8 


060,000,.3 
$65 301 8013 


bealiosal 


;htedat @. 


faqtonixd . awe' | 


bouaal 


ated of 08! ,  gokrot 


000,000,013. KRM a4 


000,000,890. 8 | 


000,000,800 cco, a 
008,000 .& o.¢ x ot 
000,000,8) & 


000,008, 8 9,00) a ] 
000,000,800, 00,4 | 
80,388,809 ook | 
900,000,669 MH | 
900,000,0f0 05,00 | 


000,000,85,.00, 4 


000,008,8h 06 9 
TA6,500,80 0 hl 


8b9,088,86) 9 & @ 


900,000,8 . 
000,008, Sf vu 
000,000,3 vO 


b 0060, 008,71 W 
000, 008,8 x | 


aowael 
etotod 
oaeL 


OTS LIS bELe 


»ehuwi 2.0 tot vodede bodin odt ot bloe 


«tag te bios stow woweak iA sat 


(eo ee a) ant 
= - re 
feo “ . 
a os > : na ~ ¥ 
= fs sock ha P: 7 7 , “l= 


a e. 


. 
= 


a oe of 
~ i 


Nethercut & Y, oung 
Terente, Ontaric Al512 


Table V-9 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED* 


CHARTERED BANK LOANS OUTSTANDING AT 
MID-YEAR AND YEAR-END AND WEIGHTED AVERAGE 
INTEREST RATES ON BANK LOANS 


1951 ~ 1961 


Chartered Bank Weighted Chartered Bank Weighted 


Loans Outstanding Average Loans Outstanding Average 
000$ Interest Rate End Of 000$ Interest Rat 

1956-June $85,450 5.0% 

Dec. 85,575 55 

$63,355 Hoo, 1957-June 76,280 - 5.5 

23,155 4,5 Dec, 59,445 55 
48,655 4.5 1958-June 80, 200 5.25 
70,505 ALS Dec. 108,150 sed 
81,375 4.5 1959-June 155200 5.75 
71,850 4.5 Dec. 96.650 5015, 
48, 530 4.5 1960~June 98, 550 Bs15 
43,920 4.5 Dec. 98,350 5.75 
19,870 . 4.5 1961-June 65,650 5.75 
91, 500 4.5 Dec, 56,100 5.50 


&|| Including Bank loans of subsidiaries, 
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1 
2 
3 Table V - 10 
4 
5 YIELDS ON SELECTED IAC SHORT TERM NOTES 
6 AND 3 MONTH AND 6 MONTH ''REASURY BILLS 
7 AT MID-YEAR AND YEAR-END, 1951-1961 
8 TREASURY BILLS YIELDS 
_ _TSupeT TERM sacu _  AP_TENDER Vrouw 
90-179 Day 180-269 Day 3 th 6 Month 
9 Notes Notes Bills Bills 
10 951=June 3.25% 2+ 0% 
Dec. 3.25 3.50 0.89 
af 952-June 3.25 3.50 1,08 
12 Dec, 3.50 4,00 1.35 
953-June 3.50 4,00 hele 
Dec, 3,50 4,00 1,89 
13 ; 
954-June ‘eee 2.50 1.49 
14 Dec. Lst> 2.00 1,34 
955~June A OP fee a 1.44 
15 Dec. 3,00 3,50 2.56 
16 956-June 4.00 4.25 2,52 
Dec. 525 5i50 3.67 
17 
957- June 5. 25 5e 50 Di AteHe 
Dec. 4.50 Ast 3.62 
18 
958- June 2015 3,00 Liste 
Dec. 3.50 4,00 3.49 
19 
959-June Sees De ld ye 5.39 
20 Dec. 5.50 EP wo) 5,12 5.47 
960~June 4,00 4.25 3.07 3.23 
21 Dec, 4.00 4,25 OeeD 3.54 
961-June 3.00 3625 2057 2674 
22 ‘Dec. 350 3.75 2.99 3,14 


No renewals over 179 days. 
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Table V -11 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


SHORT TERM SECURED 
NOTES OUTSTANDING 


(o000$ Canadian) 


44,402 
64,949 
77,984 
46,743 


58,141 


115,594 
124,943 
68, 489 
141,274 
146,648 


145,032 


SHORT TERM SECURED NOTES OUTSTANDING AND WEIGHTED. AVERAGE INTEREST RATES 


AT YEAR-END 1951-1961 


WEIGHTED 
AVERAGE 


INTEREST RATE 


3.86% 
4,07% 
4,29 
3.04 
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INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


DOLLAR VOLUME AND NUMBER OF SHORT TERM SECURED NOTES 


1951 - 1961 


VOLUME 


107,048, 500 
192,324,000 
257,646, 500 
181,924,250 


114,463,500 


347,443,000 
567,832, 100 
284,961, 200 
548, 084, 500 


512,194,475 


80, 707,500 


357545629, 525 


& Actual volume covers only 9 months, 


372 
698 
1,310 
846 
367 


Table V ~ 


NUMBER OF NOTES 
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Table V - 13 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


SECURED SHORT TERM NOTES 


VOLUME SOLD AND BALANCES OUTSTANDING IN U.S. FUNDS 
EE EE EEN Ue HUNDS 


VOLUME SOLD 
(OOD Gye oe) 


re ee 
20,750 
19,690 


11,300 


66,593 
71,959 
59,998 
112,651 


102,972 


58,042 


BALANCES OUTSTANDING 


DECEMBER 31 


18,875 
23,256 
15,730 
29,765 
24,499 
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1 
y 
Table V = 14 
a 
4 
5 ' 
INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 
6 
WEIGHTED AVERAGE INTEREST RATES ON DEBT 
7 AT YEAR-END, 1951-1961 
8 
9 Bank Short Term Medium i. a Long Term - Total 
Year-End Loans Notes Notes Notes Debentures Debt 
10 | 
1951 4.50 3,86 3.30 AQ Delt 
11 
1952 4,50 4.07 3.47 4,61 4.10 
12 || 1953 i 4.50 4.29 3,66 5.02 4,28 
13 1954 4.50 3.04 I09e 5.09 4.10 
7955 4.50 5.19 399 5.09 4,18 
14 
15 1956 5.50 4.99 4.10 5.14 4.92 
LOST 5450 5.43 6.38 4.52 - 5645. jee5 
16 1958 5625 aes 5675 4.52 5.49 4.76 
17 || 1959 5675 6,03 Se bs 4.79 5.62 5.63 
1960 byw fs 4.41 6.05 5.05 5.82 513 
18 | 


19 || 1961 5.50 3.86 5.87 5.25 5.87 4.95 
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Table V- 15 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 


Gross Income from Financing Operations and Interest Costs 
1950 - 1961 (000$) 


Gross Inteze. t Interest Paid 


Incomek Paid as Percent of 
(000$ ) (000$ ) Gross Income 

50 $11,786 $ 3,703 31.4% 
P51 17,432 5,152 29.6 
52 25,342 55831 23.0 
53 ? 33,631 9,672 28.8 
5A 32 S128 9,022 PASTA TE 
955 32,675 8,008 24.5 
956 43,668 13,388 30.7 
G57 49,570 17,363 35.0 
1958 51 ae 14,838 2857 
14959 Ts (19 19,619 34.0 
460 67,272 23859 356d 
1 69,716 22,235 31.9 


Retail Sales Financing + Wholesale Financing + Direct Secured Instalment Loans} 
ludes insurance premiums, 
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APPENDIX 3 


Tables VI - 1 to VI — 12 
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fon 


MONTHS ) 


~y 


New Auto Used Auto Total Au: Domestic Industrial 


1950 18,1 13:1 15.0 15.6 14.6 


1951. Tae 12.0 1259 11.9 13.9 
1952 19.0 15.5 1645 15.9 16.2 
1953 | 0.8 15.5 16.8 18,2 15.4 
1954 21.0 15.5 17.0 Wet 15.7 
1955 22.8 16.1 18.2 18.4 15.7 


1956 23,1 16,2 18.6 18.3 16.4 
1957 22.9 16.0 18,2 17.9 17,0: 
1958 23,2 16.5 18.5 17.9 18.4 
959 24.0 16.8 19,2 18,3 > 19.0 


| 960 2501 16.9 19.9 18.6 19.8 


<1 a Ean ee lye 20.6 18,0 19.9 
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1 
2 
3 Table VI - 1 
4 
5 INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 
i AVERAGE PAY-OUT TERMS ON RETAIL PAPER PURCHASED, 1950 - 1961 
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Table VI = 5 


TOTAL CONSUMER INSTALMENT CREDIT* as A PERCENTAGE 


OF DISPOSABLE PERSONAL INCOME 
nr ee 


1951 - 1960 
TOTAL CONSUMER INSTAIMENT CREDIT as 
Total Consumer Instalment Personal A PERCENTAGE OF DISPOSABLE INCOME 
Credit End of Year, Disposable Income Income: Income: 
Balances Outstanding Income Same Next 2/3 Next Year 
(Million $) (Million $) Year Yoar 
$ 720 $14,794 4.9% 4.5% 
1,100 16,072 6.8 6.5 
1,413 16,904 8.4 Se i 
1,531 16,984 9.0 8.4 
1,894 18,239 10.4 9.4 
2,220 20,153 11.0 10.4 
2,312 et,274 10,9 10.1 
2,553 22,914 ioe 10.5 
2,949 24,236 | 12,2 11" 
3,227 25,084 12.9 n/a 


As defined in Section I, Appendix 1, 
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Table VI = 6 


TOTAL CONSUMER DEBT AS A PERCENTAGE 
OF DISPOSABLE PERSONAT, INCOME 


1951-1960 
TOTAL CONSUMER DEBT AS A PERCENTAGE 
Total Consumer Debt,* Personal OF DISPOSABLE INCOME 
End of Year, Disposable Income: Income: Income? 
Balances Outstanding Income Same Next 2/3 Next Year 
(Million $) === (Million $) Year Year 
1951 $1,416 $14,794 9,6% 8,8% 
1952 1, 886 16,072 11,7 1,2 
1954 2,394 16,984 14,1 13,1 
1955 ~ 2,885 18,239 15.8 14,3 
1956 3,229 rare ts an 16.0 15.2 
an det 35291 21,274 1505 14.4 
1958 3,600 22,914 15.7 14.9 
1959 4,039 24,236 sh Py a 16,1 
1960 44363 25,084 174 n/a 


As defined in Section I, Appendix 1, 
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1 

2 Table VI - 7 
3 

4 

5 

CONSUMER DEBI* DISTRIBUTION OF FAMILIES AND UNATTACHED INDIVIDUALS 

6 . BY INCOME GROUPS IN MARCH, 1956 

7 

8 

9 Average Average CONSUMER DEBT AS A PER 

Percent of Debt - Debt - CENTAGE OF 1 
10 | 1955 Income Average “voup Having Entire Debtors Entire Debtors 
Grou Income Consumer Debt Grou Onl Grou Onl 
“ ue a ee ae, Seon ee 
12} under $1,000 $ 551 17.2% $ 46 $ 265 8.3% 48.1% 
131,000 - 1,999 1,468 32.7 105 320 i Se 21,8 
2,000 - 2,999 2,521 48.7 215 442 8.5 LisS 
14 3,000 - 3,999 3,502 58.3 303 518 Soul 14.8 
15 ||4,000 - 4,999 4,461 58.1 332 eyes 74 12,8 
16 5,000 = 6,999 5, 866 59eT 426 714 vere eae 
7,000 - 9,999 8,091 58.5 490 838 ye 10,4 

17 40,000 and over 17,481 46.1 1,490 3,234 8.5 18,5 


18 All Income 
Groups 3,842 48.6 301 619 tes 16,1 


Includes: Charge accounts, instalment debt, debt to small loan companies and 


Source: D.B.S., "Incomg Liquid Assets and Indebtedness of Non-Farm Families 


29 


30 


Nethercut MG Young 


credit unions, and unsecured bank loans, Excludes the following 
items: Oil company credit cards, chartered banks secured and home 
improvement loans, life insurance policy loans and Quebec Savings 
Barls Loans. (See Appendix I, Table 13) 


in Canada 1955", Reference Paper No 80, 1958, Tables 1 and 2, page 26 
and Table 32, page 46, 
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1 
Z 
Table VI‘~ 8 
3 
4 
M) 
RELATIONSHIP BETWEEN CONSUMER DEBT AND LIQUID ASSETS 
6 
BY INCOME GROUP IN CANADA, MARCH 1956 
7 
8 
9 dennis LERCENT OF FANT ) AND UNATTACHED INDIVIDUALS WITH: 


Liquid Assets 
No Liquiu ..csets Liquid Assets Totalling Totalling More Cons 
10 1955 Income Group and Corr Debt Less Than Consumer Debt Than Consumer Debt Debt 


11 

Under $1,000 10.5% 3.4% 3.0% 16.9% 
Y $1,000 ~ 1,999 20,8 4.9 10> 32, 
13]$2,000 - 2,999 21.9 10.0 16,8 48, 
14 $3,000 ~ 3,999 20.2 16.9 21.3 58. 

$4,000 - 4,999 15.6 19,4 25.2 58. 
15 1g5,000 ~ 6,999 10.9 24.1 24.7 59. 
16 ||#7,000 - 9,999 964 29.43 19.8 58. 


$10,000 and Over 3,2 23,5 | 19,4 46,1 


nattached Individuals 15.9 15.3 17.3 48,5 


Source: D.B.S., "Incomes, Liquid Assets and Indebtedness of Non-Farm Families in 


Canada 1955", Reference Paper No, 80, Table 44, page 57. 
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Table VI - 9 


INDUSTRIAL ACCEPTANCE CORPORATION LIMITED 
CUSTOMER INCOME CHARACTERISTICS, 1956 AND 1961 


Percent of Sample* 


Income oem Taxes ** 1956 1961 
Up to $1,200 ~ % 03% 
$1,201 = 2,400 11235 1256 
$2,401 - 3,600 44.2 30.7 
$3,601 - 4,800 26.6 34.6 
$4,801 = 6,000 10.9 14,6 
$6,000 and over bnGog sian 5) 
100.0% 100.0% 


& Sample of customers was approximately 2,000 in each year 


aA Estimated by customer as representative of his income at the time of the 
instalment purchase, 


| ; . yy aera os 
Raa HE ci eit si nea Bena Reviyr 


i i 
4 , al 
Pa i? 4 q a uae oa H x +9 ur. toe, “ 
r Vm ¢ 
k, : yy. i“ wire i 4 é i t.: wi i. 4 A 
dal 9 ae eA Pa et y ri ‘ Oa a 5 
7 Wea Lee yr schave Seam aM oan) Kj Rr Pe LAR OTs) Ren i) a8. SH: 
i 


i, bt 
econo to > tnaerst | | 


eG BOXES 1 BO oT at ae 


he deine oe ae he 

bs ae ss enn hell COR iP ot iy al 
BS hy," > Lae 1 DT Od (os: tak 

| ; 5 va The i, ee Oe a | 
Flog." WseR (OBE = LOS. 


Bude Baers a rout | 
Patt ROL ce 00043 = rat 


ee a | eer || 


50.001. . ROLOOL 


: , ' ey | ‘ | ¥OR 
“atic dose wh end dierimstiiches Bais When sts to Natgidee a 


ett to emit oft te omoont ain ro evitatnssommen ag temoteuo yd betsmited ak 
CR SHOT UG tnomlatent 


29 


30 


Nethercut &é Young 


Terento, Ontaric 


NIAGARA FINANCE COMPANY 


CUSTOMER SURVEY = 1961 


PURPOSE OF LOANS 


Purpose of Loan 


Debt consolidation 

Automobile repairs or purchases 
Household repairs 

Home furnishings and appliances 
Travel expense & holidays 
Clothing 

Medical, dental or hospital bills 
Miscollaneous equipment 

Puan 

Taxes 

Assistance to relatives or friends 
Wedding expenses 

Moving expenses 


Miscellaneous or unknown 


TOTAL 


Number of 


Customers 


680 
514 
165 
117 
109 
98 
97 
86 
60 
60 
oh 
41 
28 


316 


2,422 


A1530 


Table VI —~ 10 


Per Cent 
Distribution 


28,09 

21,22 
6.81 
4,83 
4.50 
4.05 
4.01 
3.51 
2.48 
2.48 
ova 
1.69 


15.16 


13,06 


100, 00% 
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1 
2 
Table VI - ll. 
3 
4 NIAGARA FINANCE COMPANY 
5 CUSTOMER SURVEY - 1961 
NUMBER AND DISTRIBUTION OF CUSTOMERS 
6 BY 
OCCUPATIONAL CLASSIFICATION 
7 | 
Occupational Number of Per Cent 
8 Classification Customers Distribution 
1, Skilled Labour & Tradesmen 601 24,81 
2. Service 550 O26 Ha: 
9 3. Farmers, Fishermen, etc, 265 10.94 
4, Unskilled Labour 213 8,80 
10 5. Clerical 193 7.97 
6, Supervisory 158 6,52 
7- Salesmen and Agents 132 bA5 
8, Professional 82 339 
11 
9. Proprietary & Managerial 76 3.14 
10, Armed Forces 64 2.64 
12 |}11. Others or Unknown 88 3.63 
13 TOTAL 2,422 100,00% 
14 
OCCUPATIONAL CLASSIFICATIONS 
15 


1. Skilled Labourers & Tradesmen ~ Machinists, Tool & Die Makers, Electricians, 
16 Plumbers, Mechanics, Carpenters, Masons, Bricklayers, 
Plasterers, Painters, Tailors, Butchers, Bakers, 


17 || 2. Service - Policemen, Firemen, Barbers, Janitors, Housekeepers, Porters, Launderers, 
Taxi Drivers, Chauffeurs, Railwaymen, Truck Drivers, 


18 || 3. Farmers - Farmers, Fishermen, Trappers, Hunters, Lumbermen, 
4. Labourers ~ Unskilled, 


5. Clerical - Office Clerks, Bookkeepers, Stenographers, Secretaries, Typists, Office 
20 Machine Operators. 


6, Supervisory - Store Managers, Department Managers, Supervisors, Foremen, 
7.- Salesmen & Agents, 
22||8- Professional ~ Accountants, Architects, Artists, Auditors, Clergymen, Dentists, 
Doctors, Engineers, Lawyers, Musicians, Nurses, Social Workers, 
Statisticians, Teachers, Officers in Armed Forces, 
9. Proprietary & Managerial - Business owners, managers, officials, 


24 ilo. Armed Forces - Other than commissioned officers, 


}1. Others or Unknown ~ (Students, Pensioners, etc.) 


24 
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Sorento, Ontario A1532 
1 
2 . able VI = 12 
3 
4. 
5 
: f NIAGARA FINANCE COMPANY 
CUSTOMER SURVEY - 1961 

7 INCOME CHARACTERISTICS OF CUSTOMERS 
8 
9 Average Number 

Annual Income Annual of Per Cent 

Bracket Income Customers Distribution 

10 z 

Up to $1,200 878 Bi 0.87 
11 

1,201 = 2,400 2,092 246 10.16 
12 
13 2,401 - 3,600 3,121 697 28.78 
14 3,601 - 4,800 4,201 738 30.47 
15 4,801 -. 6,000 55392 401 16.55 
16 6,001 - 7,000 6,421 150 6.19 
iyi 7,001 ~ 8,000 7,414 99 4,09 
18 8,001 = 9,000 8, 505 | 29 1,20 
19 9,001 = 10,000 9,547 18 0.74 
20 

10,001 = 15,000 11,657 eye) 0.91 
21 

Over 15,000 15,744 1 0.04 
22 

TOTAL reat) 2,422 100,00 

23 
24 
25 
26 
Zi 
28 
29 


30 
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